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Editorial Comment 

The unexpectedly quick termination of two 
From War wars, both of which not so long ago looked 
to Peace difficult enough, has emphasized the amazing 

effect of organization and co-operation when 
concentrated on a specific task. There is no denying the 
fact that it was the vast productive power of the United 
States, protected by distance and by front line operations 
in Britain, Russia and China, that provided the key to this 
result. The scale on which ships, tanks and other muni- 
tions have been turned out by the United States of America, 
supplemented by important production in the British 
Empire and elsewhere, far surpasses any previous record 
in any field. 

People ask, quite reasonably, why we can not equally 
well turn our hand to the projects of peace. The answer, 
as recently pointed out by the governor of the Bank of 
Canada, is that in the fighting of a war we have a common 
purpose, but in our normal life we revert to individual 
objectives. People could not agree on a common goal, such 
as the building of pyramids or the harnessing of the rays 
of the sun, and the very suggestion of compulsion, or even ‘ 
of direction, is contrary to the spirit of freedom. The 
objectives of free peoples must at all times be the sum total 
of their individual ambitions, and these are not only varied 
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but often conflicting in nature. Some emphasis is now 
placed on centralized planning, but its possibilities are 
limited in this very way, and a large proportion of people 
feel that centralized planning is inimical to freedom itself. 
Certainly to whatever extent a government circumscribes 
your objectives or your means for attaining them, you are 
deprived of that degree of individual liberty. 

In: Canada, which always seems to try to steer a middle 
course between the policies of Great Britain and those of 
the United States, we are at the moment in a rather 
awkward position. England has a government pledged to 
socialism, while the United States appears resolved to con- 
tinue private enterprise if possible. We have a constitu- 
tional problem on hand, and the federal government has 
declared itself in favor of a social security program requir- 
ing centralization of finance and control. The provinces 
have not yet provided their answers. In the United States, 
though Washington has expanded for purposes of the war, 
there is no corresponding movement for surrender of state 
jurisdiction. 

On top of this constitutional issue, we have in Canada 
the very serious economic question of how we, with limited 
home markets and rather high labor costs, will be able to 
compete in the world markets for export goods. The cost 
of the war, in Canada as elsewhere, is expressed in a sub- 
stantial degree of inflation and public debt. We can’t get 
away from this, nor from the fact that our so-called 
“national income” of recent years is heavily inflated by the 
sale of war materials. This new peacetime world, which 
we are entering, is one in which intrinsic worth will count, 
and in which we must render value commensurate with the 
price which we are to receive. Above all, therefore, we 
must adopt economy and efficiency as our standards for 
success. 


The Dominion Association of Chartered 
Our Association Accountants held its 1945 annual meet- 
Annual Meeting ing in Winnipeg on August 20-21 under 

restricted circumstances. A brief report 
and also the chief addresses are reproduced in this issue. 
It is hoped that some other material which had been plan- 
ned for the meeting will be made available for use in 


126 








EDITORIALS 


THE CANADIAN CHARTERED ACCOUNTANT. With the war 
now over, future activities of the Association should, by the 
time of next year’s annual meeting, be free of restrictions. 
In fact, by that time, the emphasis will likely be on promo- 
tion rather than on restriction of activities. 


While New York State appears to have 
The University gone the furthest in imposing univer- 
and the Profes- sity education as a requisite part of an 
sional Accountant accountant’s training, plans are afoot 
' in England for a closer link between 
the university and the profession. This takes the form of 
a special course, to be provided by several universities, 
the successful completion of which will entitle the candidate - 
to exemption from the intermediate examination. The 
three accounting bodies taking part in these negotiations 
are the Institute of Chartered Accountants, the Society of 
Incorporated Accountants and Auditors, and the Associa- 
tion of Certified and Corporate Accountants. As a net 
result it would be possible for the student to obtain both 
a university degree and a professional qualification within 
a period of 534 years, of which 234, years would be spent 
in a university and three years in acquiring practical ex- 
perience in accountancy. It would, of course, be voluntary 
and not displace the existing arrangement whereby gradu- 
ation from a regular university course earns exemption 
from two years’ articles, but no exemption from the pro- 
fessional intermediate examinations. 

Such extended credit naturally means emphasis on ac- 
counting in the university course itself. The university 
subjects are economics, accountancy, law, government and 
a modern foreign language or some other recognized degree 
subject. 

In an announcement issued by The Society of Incorpor- 
ated Accountants and Auditors, the purposes of the scheme 
are outlined as follows by the joint committee represent- 
ing the universities and the professional bodies: “The joint 
committee believe that the steady advance in the status 
and responsibility of the accountancy profession makes it 
desirable to attract into it to an increasing degree men 
and women of the highest character and intellectual attain- 
ments. The accountant members of the joint committee 
are impressed by the advantages which many members of 
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their profession have received from the universities and 
they now wish, without framing a rigid scheme, to system- 
atize and develop the courses of university study which 
can, in their opinion, be of most value to the prospective 
accountant. Accordingly, what the joint committee has 
aimed at is to produce a course of study which, while afford- 
ing the universities the medium for giving the student a 
liberal education and an intellectual discipline, will also 
enable the student to understand the principles underlying 
his profession and to derive greater benefit from his prac- 
tical experience. The joint committee is of opinion that 
the proposals will be of increasing importance to the future 
of the profession and indeed mark a significant departure 
in professional education generally’. 


When our reviewer of accounting litera- 
A Publicized ture recently commented on the attractive 
Annual Report form of the 1944 annual report of Cater- 

pillar Tractor Co., a California corpora- 
tion, we were tempted to secure a copy, and one has been 
sent to us through the courtesy of the company. It is 
almost a model in respect to detail and attractive presenta- 
tion. Whether this is the right way in which to present 
a financial statement, we are hardly prepared to say. There 
may be some sense to the old idea that a financial statement 
is just that, and no more, and should not be elaborated into 
an instrument of publicity. The Caterpillar pamphlet 
merely takes the other view, and makes the most of it. 
The financial tables include balance sheet comparisons, 
operating figures, working capital and dividend record for 
some fifteen years back. The text, instead of being merely 
a report of president or directors, is written up in top- 
notch publicity style and is plentifully illustrated by pic- 
tures of equipment used in the war and otherwise. 








REPORT OF FORTY-THIRD ANNUAL MEETING 


Report of Forty-Third Annual Meeting 


The 43rd annual meeting of The Dominion Association 
of Chartered Accountants was held in Winnipeg, Mani- 
toba, at the Fort Garry Hotel, on August 20-21, 1945. As 
announced earlier, government restrictions on travel and 
hotel accommodation limited the permissible attendance, 
and for this reason only a two day meeting was held. 

The Institute of Chartered Accountants of Manitoba 
admirably fulfilled the function of host and the visiting 
members and ladies were well entertained. 

The executive committee met on the morning of the 
20th, the Council met on the afternoon of the 20th and the 
morning of the 21st, and the general session of members 
was held on the afternoon of the 21st, followed by a brief 
final session of Council for election of officers. A dinner 
and dance for members and ladies took place on the evening 
of the 21st. 

Visitors to Winnipeg were welcomed by Mayor Garnet 
Currie at the opening of the general session. 

President Samuel J. Broad, of the American Institute, 
who is also a member of the Institute of Chartered 
Accountants of Alberta and therefore of our Dominion 
Association as well, spoke at the dinner. 

New by-laws of the Association were adopted at the 
meeting and elections took place in accordance therewith. 

The annual address by Fred Johnson, retiring president, 
reviewing the activities of the Association, and also Mr. 
Broad’s address, are published in this issue of THE CANA- 
DIAN CHARTERED ACCOUNTANT. The various committee re- 
ports, also the new by-laws, will appear in our Association’s 
1945-46 year book which should be available about Novem- 
ber 1945. 

The following officers were elected for the year: Presi- 
dent, Clayton F. Elderkin, Ottawa, Ontario; first vice- 
president, R. C. Field, Victoria, British Columbia; second 
vice-president, T. H. Moffet, Regina, Saskatchewan; first 
regional representatieve, W. G. H. Jephcott, Toronto, On- 
tario; second regional representative, W. A. Morrell, Char- 
lottetown, Prince Edward Island; treasurer, Fred C. Hurst, 
Toronto, Ontario. Fred Johnson, Winnipeg, as immediate 
past president, is also a member of the executive. W. A. 
McKague is secretary of the Association. 
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The following committee chairmen were appointed: 
Accounting Research, W. L. McDonald, Toronto; Educa- 
tion and Examinations, E. J. Howson, Toronto; Legislation, 
A. E. Beauvais, Quebec; Magazine and Publications, R. F. 
Bruce Taylor, Toronto; A. B. Shepard, Toronto, continues 
as chairman of the Postwar Planning Committee. 





CLayTon F. ELDERKIN 
President, The Dominion Association of Chartered Accountants 


Clayton F. Elderkin, the Association’s new president, 
became a member of The Society of Chartered Accountants 
of the Province of Quebec in 1925 and was its president in 
1943-44. For several years he has been active in the affairs 
and on the executive committee of the Dominion Associa- 
tion. He occupies the Dominion government post of In- 
spector General of Banks, prior to which he was a partner 
in the firm of Haskell, Elderkin & Co., Montreal, P.Q. 
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President’s Address at Annual Meeting 


Address of Fred Johnson, President, at the annual meeting of the 
Dominion Association of Chartered Accountants in Winnipeg, 
Manitoba, August 20-21, 1945. 

EMBERS of The Dominion Association of Chartered 
Accountants, may I on behalf of the executive com- 
mittee and the members of the council, extend to you a 
sincere and warm welcome to this, the 48rd annual meeting 
of our Association. The members of the Manitoba Institute 
have long looked forward to the opportunity to be your 
host. As you are aware, the original programme would 
have been a very interesting and, I think, a very happy 
one. The government, however, continued its restrictions 
on travel and it was felt necessary to reduce the programme. 
I can assure you that the members of the committee on 
arrangements who had done considerable work for your 
entertainment and comfort, were very disappointed indeed. 
Certain entertainment has been provided and opportunities 
will be given for you to meet your old friends and enjoy 
their company, all of which I hope will result in a happy 
time for all. At this moment, I wish to pay tribute to Mr. 
E. J. Williams and the members of his committee, who have 
devoted a lot of time and overcome many difficulties to 
provide for you in the best manner possible. I should be 
very remiss if I did not also mention Mrs. Williams, who 
has worked so enthusiastically for the good of our ladies, 
and I extend to all who have contributed in any way, on 
your behalf and on my own, sincere thanks. 


Mr. McKague will report to you later on the very in- 
teresting summary he has prepared in connection with 
membership and institute reports, but I would now ask him 
to read the names of the members who lost their lives dur- 
ing the year. I ask you to stand with me, gentlemen, and 
after the names have been read, to pause a moment and 
pay silent tribute to their memory .. . “At the going down 
of the sun we shall remember them”. 

Douglas Basford 

James William Bates 

Frederick Boiston 

Maurice John Crehan (on military service) 
Edward Henry Davidson 


Robert S. Davis 
Christopher Alexander Fleming 
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Harold Gladstone Forson 

Austin Gordon Gamsby (on military service) 
William Hashim (on military service) 

Rice Lindsay Johnston 

Kenneth John, Kelsey (om military service) 
John Neilson Lang 

James Bruce Lawson (on military service) 
Cyril Alexander Nixon (on military service) 
Hubert T. Reade 

Albert Fletcher Riley (on military service) 
Robert Schurman 

John Crockhart Scobie 

Charles Sumner Scott 

Robert Allen Scott (on military service) 
Norman Ellis Shackleton 

Edward Charles Shaughnessy 

William Arthur Tolmie 

Sidney Towell 

Frank C. S. Turner > 


We are all very proud of the part our members and 
students have played in the armed services and in the ser- 
vice of the government, and now that the war has success- 
fully terminated, it will be our duty to play our part in 
the re-establishment of the younger members and students. 

During my year of office, it has not been possible for me 
to visit the several institutes and I feel I have missed quite 
a lot. The work has been done however, by the vice-presi- 
dents and other members of the executive, who have con- 
veyed to their respective institutes, the work of the Asso- 
ciation. In this we have all been ably assisted by Mr. 
McKague, by his reports and information sent out as it 
became available. 

Association Work 

If I may, I will now deal with our Association business 
as it occurred during the year. As has been customary for 
a number of years, we received an invitation to send repre- 
sentatives to the annual meeting of the American Institute 
of Accountants, and Mr. McKague and I attended on your 
behalf. The meeting was held in St. Louis and I can assure 
you that it was a real business meeting. Mr. McKague 
addressed a luncheon meeting of the examination board and 
I had the privilege of speaking at one of the general ses- 
sions. ; 

I think these visits are well worth while and although 
most of the business dealt with re-negotiation of war con- 
tracts, we found a common ground for the discussion of 
other subjects. 
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Last March, we held our mid-year executive meeting in 
Toronto, with a full attendance. At these mid-year meet- 
ings we are always very well looked after by the members 
of the Ontario Institute, who invite us to be their guests 
both at a luncheon and at the annual dinner, which is 
appreciated. I have no particular report on that meeting, 
as the reports submitted and discussed were of an interim 
nature and are fully covered at our recent council meeting, 
and reports will be duly presented. 

At the end of February I was asked to speak to the 
Chartered Accountants’ Club of Ottawa. I gladly accepted 
the opportunity as I wanted to talk about the student 
problem, and with deputy ministers all around, this seemed 
a good place to do it. This problem, to my mind, is one 
of the most important things with which we have to deal, 
and possibly some of you wish to discuss the matter during 
this meeting. Therefore, as my time is limited, I will leave 
it at that. 

The reports of the several committees have been printed 
and distributed and before bringing to your attention some 
of the important things covered, I want to thank the chair- 
men and committee members for the work they have done. 
While we all realize that this is our Association I am 
afraid we leave a lot for these gentlemen to do each year, 
without giving much more than a passing thought as to 
how it has been accomplished. I acknowledge with sincere 
thanks, the help that has been given to me during this 
year. 

Mr. Fred Hurst will present the financial statement and 
will no doubt welcome any discussion. The reports of the 
constituent institutes are interesting and show the pro- 
gress each one has made during the year. I have two 
suggestions I would like to make in this connection. The 
first is that more details be given in connection with prizes 
awarded to students, both by the Dominion and the insti- 
tutes, and second, that more scholarships be given by our 
more fortunate members and firms, to encourage and at- 
tract the high class student. I would like the representatives 
from Alberta and British Columbia to convey our congratu- 
lations to successful prize winners in the last examination. 
In the reports submitted, you will have noted that Quebec 
has given serious consideration to proposed legislation con- 
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cerning the profession and later I am going to ask Mr. H. 
C. Hayes to give us the benefit of his experience. 


Committee Reports 

EXECUTIVE COMMITTEE. We regret that we had to re- 
port the resignation of Mr. Alex. Ballantyne as chairman 
of the Board of Examiners-in-Chief. Mr. Ballantyne served 
so faithfully and efficiently, first as a member of the board 
and then as chairman, that we disliked very much to accept 
the resignation, and it was only due to his doctor’s orders. 
that we were not able to get him to withdraw it. Mr. E. 
J. Howson, a member of the board, was asked to take the 
chair and as usual when we ask him to do anything for 
us, he promptly said he would. We are very thankful, as. 
the position is important and is again well filled. 

Mr. Elderkin will, if time is available, discuss with you 
the question of border restrictions. 


ACCOUNTING RESEARCH COMMITTEE. The report is: 
short but the work well known—I refer to the standard 
form of bank confirmation which is now being so widely 
used. We are looking forward to the report on standards: 
of disclosure, which I know will be a worth-while contribu- 
tion. It was this committee which so willingly undertook 
to supply us with speakers and material for our original 
programme, and while we had to cancel this part, I am sure 
the material compiled by Mr. W. L. McDonald and Mr. J. 
R. M. Wilson, will be made available to the magazine com- 
mittee and thus all members of the profession will benefit 
by their work. Your new council has been asked to explore 
the possibilities of engaging an accounting research direc- 
tor. 


CO-OPERATION WITH STOCK EXCHANGES. You will note 
the suggestion of Mr. George C. McDonald that in future, 
two sub-committees deal directly with the D.A.C.A. and 
your council suggests that in accordance with the wishes. 
of Mr. McDonald the committee be dropped. 


LEGISLATION COMMITTEE. This very busy committee 
has again had a full time job. The chairman, Mr. Hayes, 
presented a brief before the Ives Commission on Taxation 
and, with the committee, carried on discussion with the 
Canadian Bar Association. I know you will want to hear 
from Mr. Hayes, however pressed we may be for time, and 
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he is so familiar with his report I hope to give him this 
opportunity. 

MAGAZINE AND PUBLICATIONS. You will agree, I am 
sure, that we were fortunate in getting Mr. Bruce Taylor 
to accept the chair of this committee. The class and con- 
tent of the magazine has been well maintained and the 
circulation increased to over 5,000 copies per month. We 
should be very proud of this and also of the Income Tax 
Handbook prepared by Mr. A. W. Gilmour. Mr. Taylor 
was looking forward to visiting us and I wish we could 
have expressed our thanks to him in person. 

POST-WAR PLANNING. On 21st July I had a letter from 
Mr. Alf. Shepard, expressing his great disappointment that 
the tax brief would not be available for this meeting. As 
indicated, the material which has been compiled is in the 
hands of the committee members for consideration and 
revision, but Mr. Shepard says “we are all working under 
very heavy pressure these days and I suppose the men from 
whom I have not heard have simply not been able to take 
the time to complete their task, which frankly is quite a 
formidable one”. In this, I quite agree with Mr. Shepard, 
and while I regret that the completed brief is not available, 
I know that he has done all in his power to hurry it along. 
I feel, however, that if we do not present something to the 
government within the next 30 or 60 days we shall have 
lost a great opportunity. 

MEMBERSHIP AND INSTITUTES. Mr. McKague has as- 
sembled some very interesting figures and our thanks are 
due to him and his staff. The material indicates an effi- 
cient organization of which we should be proud. 

EDUCATION AND EXAMINATION. The committee on edu- 
cation and examinations met last night under the efficient 
leadership of Mr. Gerald Jephcott and in a few minutes I 
am going to ask him to speak on its work. The committee 
is also giving consideration to the possibility of June in 
place of December as the date for examinations. 

By-Laws. The proposed new by-laws have been pub- 
lished in the magazine and will be formally presented to 
you by Mr. Elderkin. 

ENGLISH INSTITUTE. We have continued the corres- 
pondence with The Institute of Chartered Accountants in 
England and Wales. 
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American Institute President’s Address 


Address of S. J. Broad, C.P.A., F.C.A., president of the American 
Institute of Accountants, at the annual meeting of The Dominion 
Association of Chartered Accountants, Winnipeg, 

August 20-21, 1945. 
7s CHAIRMAN has introduced me as the president. 

of the American Institute of Accountants and it is my 
privilege to bring to you the greetings and good wishes of 
your professional brethren in the United States. It is our 
hope that the development of the practice of accountancy 
in our two countries may go along side by side and on 
parallel lines. Each of ug can learn from the other and we, 
on our part, watch your progress with brotherly pride. 

Your chairman could also have mentioned my member- 
ship in The Dominion Association of Chartered Account- 
ants. It is with a great deal of satisfaction that I look 
back on my early training in Canada and thirty years of 
uninterrupted membership in your organization. I have 
always felt at home in any group of Canadian chartered 
accountants and the delightful hospitality you have shown 
Mrs. Broad and myself will add one more memento to place 
upon the shrine of our happy memories of Canada. 

This is primarily a social occasion and fortunately I am 
not expected to say anything serious. That is largely out 
of sympathy for the ladies but personally I feel a good 
deal of sympathy for the men too. Most of you have put in 
a strenuous two days. You have been steadily absorbing a 
heavy diet of intellectual nourishment. You have shown. 
that you can “take it” but you do need a rest. So, without 
being too serious, I would like to discuss for a few minutes 
one'simple question. Why do we have accountants? It is 
a question which I am sure the ladies must have asked 
themselves over and over again. 

Some time ago I was watching a baseball game. It 
was an important big league game and the standing of the 
two teams in the pennant race depended on the result. Much 
money was undoubtedly wagered on the outcome. The 
score was tied in the last half of the ninth inning and every- 
thing was tense. The pitcher threw the ball. There was a 
crack of the bat and the whole field sprang into activity. 
The runner on third base raced for the home plate and the 
spectators couldn’t tell whether he arrived ahead of the 
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ball or not. It was a close decision but a little man wearing 
a dark suit and a dark cap and a chest protector waved the 
batter safe. The game was won. 

I couldn’t help remarking how much depended on the 
decision of the umpire and how readily it was accepted. It 
could only be because he was recognized as a man who knew 
the-rules of the game, who was trained to observe, who was 
on the spot and who would report fairly and fearlessly what 
he saw. The competing team accepted the decision and 
the public paid its bets because it believed in the compet- 
ence, the integrity and the independence of the umpire. 

The practising accountant must have these attributes 
too. He must be trained in techniques and he must know 
the rules of the game. He must observe what goes on; he 
must find out what has happened; and he must report fairly 
and fearlessly what he finds. But something else is needed 
too. The most careful piece of work and the most informa- 
tive report are valueless unless the reader has confidence 
in the man who makes the report and the work he has done. 
It is this belief in the competence, integrity and independ- 
ence of the practitioner which gives force and meaning to 
the accounting profession. People must be sufficiently con- 
vinced that they are ready to take action, to pay off, on 
the accountant’s findings as they do on the umpire’s. 

A Profession Built on Confidence 

Unlike the umpire, however, the accountant has no au- 
thority to implement his findings. Faith, not force, must 
sustain them. The confidence our profession has built up 
over the years is therefore the more valuable, but it is also 
all the more vulnerable. It is a precious heritage which 
we must ever be on guard to protect and sustain. 

The function of the public accountant in the community 
is to help promote the confidence necessary for the smooth 
running of our business economy; confidence between bor- 
rower and lender, between debtor and creditor,» between 
management and stockholders, and between the buyer and 
seller of securities. In all these fields the value of our ser- 
vices has been demonstrated and it is now recognized almost 
universally. We are also playing an increasing part in the 
relations between business and government. 
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Looking ahead one would be a rash prophet who under- 
took to predict what changes are likely to occur in our 
national life. The one thing which does seem certain is that 
there will be changes and it is worth while occasionally to 
take stock and consider how we may take advantage of the 
opportunities for service which lie ahead of us. 


Changes from wartime to peacetime pursuits and *the 
demobilization of the armed forces are sure to be followed 
by dislocation and unrest. Improved products and improved 
methods of producing them have been developed during the 
war; great technological strides have been taken and these 
changes have been accelerated by the pressure of national 
emergency. Dissensions between management and labor 
have been minimized during the last few years because of 
the preoccupation of all in the paramount task of winning 
the war and saving lives. But changing conditions and 
changed viewpoints will bring in their train many difficult 
problems, and these must be faced, and must be solved. 
The benefits of new inventions, of new and improved pro- 
ducts and processes, of labor-saving devices—the fruits of 
production as they have been called—these must be divided 
between the varied groups making up the nation. The man 
who risks his capital wants his share, the man who runs 
the business or the farm wants his share, labor is entitled 
to its share and the consumer should also be given a share 
in reduced prices if possible. Government too requires its 
portion. If we are to have prosperous nations and economic 
stability, the division must be on a basis which is fair to 
all groups. How to do it and how to reach agreement in a 
democratic way are the crucial problems facing us as the 
dawn of peace breaks over the world. 


Supplies Basis for Understanding 

What part can accountants play in the solution of this 
question? Experience of the past, I think, points to ac- 
counting as a valuable tool for settling just such problems. 
It has been the primary factor, for example, in the fixing 
of utility rates fair to both producer and consumer, in the 
establishment of costs and profits under war contracts, and 
in the determination of taxable income and taxes. All these 
have required the reconciling of conflicting interests. A 
policy having been agreed upon, by legislation ur otherwise, 
the difficulties have resolved themselves largely into de- 
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veloping and reaching agreement as to what are the under- 
lying financial facts. And that is just what accounting is 
for. 

Many of the past disputes between labor and capital, 
like many of the differences of opinion between government 
and the taxpayer and between producer and consumer, have 
resulted from lack of agreement as to the underlying facts. 
Such disputes have too often been characterized more by 
heat than by light. Each group wishes, and is entitled to, 
its fair share of the consumer’s dollar but the different 
groups often have not known how much there was to divide 
or what share had been given to them. Reasonable men 
can always reach a logical conclusion if they start from 
the same premises. It seems to me that we, as account- 
ants, are in a position to make our contribution by throw- 
ing more light on the subject, by developing and reporting 
the financial facts in the most useful manner so that a 
common starting point for discussion is possible. To 
accomplish this, forms of financial statements may require 
to be changed or special statements may become necessary. 
Our reports can only be useful, however, if they are pre- 
pared on a truly impartial basis and, even more important, 
if those who use them believe the presentation to be fair 
and have confidence in the figures supplied. That must be 
our constant objective. 

Service to the Community 

One of the responsibilities of a profession, in fact one 
of the distinguishing marks of a profession as such, is to 
render service to the public and the community over and 
above, and beyond, that called for by services to our clients. 
As the accounting profession grows older and increases in 
numbers and influence, we have been taking a more active 
and articulate interest in those phases of public affairs on 
which our training gives us particular qualifications to 
speak. We must continue to do this and to place the public 
welfare above the narrower interests of ourselves or others 
who may be affected. We have made a substantial con- 
tribution by promoting through our work the feeling of 
confidence between various elements in the financial and 
business community. The future points to the need for 
the establishment of greater confidence and fuller co-opera- 
tion between the larger groups in our national economy. 
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Confidence can flourish only if based on the firm foundation 
of established facts. If by developing and reporting the 
facts we can promote confidence in this wider field, as we 
have in the field of business, our sphere of service will be 
enlarged and we shall have found a most useful and honour- 
able place in this changing world. May we have the vision 
and the courage to grasp any opportunities which present 
themselves and by so doing play our full part in making 
it a better world. 


STANDARD PROFITS DETERMINATION WHERE 
BUSINESS BECOMES SUBSTANTIALLY 
DIFFERENT 


By an order in council (P.C. 148/5311) approving a 
minute of a meeting of the Treasury Board dated August 
1, 1945, provision is made that where a business becomes 
“substantially different” in nature, the taxpayer’s standard 
profits may be ascertained by the Board of Referees “as if 
the taxpayer was not carrying on business prior to the 
commencement of the first fiscal period ending in the year 
1940 or the first subsequent year throughout which the dif- 
ferent business was carried on.” The order reads as fol- 


lows: 


The board recommend that where, in the opinion of the Minister 
of National Revenue, a taxpayer’s profits in a fiscal period ending in 
any of the years 1940 to 1943 inclusive are derived from the carrying 
on of a business substantially different from the class of business 
carried on by the taxpayer in either, 

(i) the standard period, or 

(ii) any fiscal period thereafter preceding the year under con- 
sideration, the minister be empowered under the provisions of the 
War Measures Act, being chapter 206, Revised Statutes of Canada, 
1927, as amended, to direct that the taxpayer’s standard profits be 
ascertained by the Board of Referees; and the board shall thereupon 
ascertain the standard profits in accordance with subsection two or 
three of section five of the Excess Profits Tax Act as if the taxpayer 
was not carrying on business prior to the commencement of the first 
fiscal period ending in the year 1940 or the first subsequent year 
throughout which the different business was carried on; 

Provided, however, that any taxpayer whose standard profits are 
determined by the Board of Referees as provided herein shall be liable 
to the taxes provided for in the Excess Profits Tax Act having regard 
to the standard profits so determined but shall not be entitled to the 
benefits of the third proviso to subsection one of section three of the 
said Act. 
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The Excess Profits Tax Act 


By A. W. Gilmour, B.Com., C.A. 
Montreal, P.Q. 


An address before the Institute of Chartered Accountants of Ontario, 
May 10, 1945. 


EFORE commencing tonight’s talk may I thank your 

institute for this opportunity of coming before you to 
have a chat about taxes. I hope you won’t think that this 
is the kind of meeting where I am going to lay down the 
law or anything like that. If I do throw it right back 
at me. Those of us who are in the tax department and 
have to deal with the public are rather keen on telling the 
public as much as we can about tax matters. That is 
done, quite frankly, in self-interest for the simple reason 
that the more taxpayers, and particularly chartered 
accountants and businessmen like yourselves, know about 
taxes, the fewer questions you ask us and the more in- 
formation you are able to pass along to your numerous 
clients, so that in the long run we all feel a lot better about 
the whole thing. The general public has the impression, 
perhaps not entirely incorrect, that the tax department is 
rather like a police station, and as a rule they keep as far 
away from us as they can, and so know very little about 
what we do. We do collect a tremendous amount of money 
from the public of Canada and that is our major job, but 
there is another equally important job that we have to do, 
and that is to help and advise taxpayers on tax problems. 
With the tax legislation at the stage of complexity it has 
attained today, most of the time it is a case of the blind 
leading the blind. Perhaps not most of the time but a good 
deal of the time, and if anybody says that he knows all the 
answers he is being very boastful. 

However, there is a real desire on the part of the people 
who are trying to run the tax department to co-operate 
with the public as much as possible, first of all so that the 
public will know to turn to them if they need help or advice, 
and then in the long run if the public understand taxes 
they will be able to take a much more intelligent interest 
in future taxation. 

The subject of tonight’s talk is to be the Excess Profits 
Tax Act. This tax has been in force now for five years and 
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everybody knows a great deal about it by now. What I 
will do tonight is try to make a few general remarks, and 
then discuss a few aspects of subjects that relate directly 
or indirectly to excess profits taxes, and thereafter throw 
the meeting open to a general question period. 

As you probably know, Canada has its own system of 
taxing income. We are all taxed upon our personal income, 
and then as you know there is a double tax upon corpora- 
tion income, in the sense that when the corporation makes 
its profits income and excess profits taxes are levied upon 
those profits. Then when the remainder of these profits 
is distributed to the shareholders in the form of dividends, 
or in other forms which the tax department contends are 
the equivalent of dividends, the shareholder receiving the 
money pays a second tax upon it. This system of taxation 
must have some effect upon corporation finance generally, 
because at the moment the common shareholder pays a 
much heavier rate of tax upon his returns in the form of 
dividends than does the bond holder, and to a lesser degree 
than does the preferred shareholder, and whether that is 
desirable for a country such as ours is not for me to say. 
Up to 1938 it does not appear that this system of taxation 
affected corporation finance in an adverse manner to any 
pronounced extent, as the maximum that it ever reached 
was 15%. At the outbreak of war in September 1939, 
parliament introduced an Excess Profits Tax Act. They 
passed this law almost overnight. If anybody were to ask 
questions about this first act we would all be pretty hazy 
now as to its principles. It was more or less a revival of 
the old Business Profits Tax Act of the first world war. 
However, we really met wartime tax legislation in August 
1940, when the present Excess Profits Tax Act was assent- 
ed to, which is a mixture of ordinary income tax and a 
real excess profits tax. In addition to the 18% income tax 
a corporation is subject to a second tax of a flat rate of 12% 
and then in certain cases to the greater of a flat rate of 
10% or a rate of 100% of its excess profits. These excess 
profits are determined by comparing the present profits 
with the pre-war profits. The general public has never 
quite understood us when we insist on calling a flat rate of 
tax of 12% and 10% an excess profits tax, but that is all 
ancient history now. 
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Standard Profits 


Today you have a basic rate of 40%, that is 18% income 
tax, 12% or 10% excess profits tax, while the real excess 
profits tax comes into play in respect of the 100% tax, 
which tax is a proportion of the amount by which today’s 
profits exceed the pre-war profits. This sounds simple but 
when you come to determine the pre-war profits it becomes 
very complicated. Originally to determine the pre-war 
profits we simply determined the profits of the basic period 
1936, 1937, 1938 and 1939, added them together, and divid- 
ed by four. I wish we had stayed there but over a period 
of time due partly to public protest and partly to desire 
on the part of the government to be fair, little additions 
were tacked on, until today the little additions have grown 
into a massive body of complex legislation, and when you 
are rushing to complete a balance sheet towards the end 
of February or January and are trying to get the proper 
provision for taxes set up as a liability, you quickly find 
quite a job on your hands to calculate with any degree of 
accuracy what the real excess profits tax liability will be. 
Most of those complexities are only too familiar to you, 
namely the adjustment that you make for changes in capi- 
tal employed during the four years of the standard period, 
the proportioning of the fiscal period profits to calendar 
years and thereafter trying to figure out whether you di- 
vide by four, three or two to determine what the basic 
standard profit is. Thereafter, this basic standard profit 
must be further adjusted for various changes occuring in 
the years 1940 and subsequently until 1944. In the past 
there was every encouragement to companies to increase 
their capital stock because the law provided that if the 
funds of the business were simply increased in the form 
of surplus, no change would be made in the basic standard 
profit but if the company added to its capital stock then 
it could definitely receive a benefit. That was an open 
invitation to corporate taxpayers to see to it that wherever 
possible they increased their capital stock and a very great 
number of people did the obvious thing and declared stock 
dividends. It became so obvious that the tax department 
felt they must control this movement, and they did so by 
declaring that if a company declared a stock dividend the 
department probably would exercise the discretionary 
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~ powers conferred on it by objecting to altering the standard 
profits because of the payment of such stock dividend. The 
reason they did this was that many subsidiary corporations 
could declare a stock dividend to a parent company by a 
stroke of the pen and the issuance of a few pieces of paper, 
pay no tax upon it, and obtain a tax benefit as a result. 
Whether there is anything fundamentally unsound about 
that, namely paying no tax, is open to question but they 
were obtaining an unfair advantage as compared to other 
taxpayers, and the tax department objected accordingly. 
In 1944 the tax legislators altered the law and said that 
henceforth it was not necessary to alter the capital stock 
to obtain an increase in standard profits. Instead if you 
increased your capital employed at the beginning of 1944 
as compared to the beginning of 1939, 5% of this increase 
would be added to the basic standard profits for 1944 and 
subsequent years. This change which was made in 1944 
was, I think a good one, for the old provisions required a 
change in capital stock before standard profits could be 
adjusted, and as a result, many artificial changes were 
made. Good corporation finance usually tries to keep its 
profits in as liquid a position as it can so that in the event 
of future losses they have a cushion to absorb those losses 
and still leave themselves free to pay dividends without 
impairing their capital stock. Previous excess profits legis- 
lation tended to distort this practice. However, as I have 
said, in 1944 this fact was recognized and the law altered 
so that a company may take its capital employed at the 
beginning of the 1944 fiscal period, compare it to the capital 
employed at the beginning of the 1939 fiscal period and 
if there has been an increase, 5% of that increase is added 
to the standard profits. Why 5% instead of 714% I do not 
know, but the difference between the two is relatively small 
and unless it was a very large corporation there was no 
likelihood of a company altering its capital stock to obtain 
the benefit of the extra 214%. This was a move in the 
right direction but there are certain limitations on this pro- 
vision which are not generally appreciated yet. It is only 
the increase in capital employed between 1939 and 1944 
which is added to the standard profits for 1944 and subse- 
quent years. Assume your capital employed at the begin- 
ning of 1939 was 100 and your capital employed at the 
beginning of 1944 is 120. There is a 20 point increase 
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and you are given 5% of this 20 point increase as an addi- 
tion to your standard profit of 1944. If at the beginning of 
1945 your capital employed was no longer 120, perhaps it 
was 150, the fact that there had been a 30 point additional 
increase would not alter the position. You still only get 
5% of the 20 point rise. That is you get something but 
not everything. Legislators have only gone part way in 
meeting the demand that standard profits of a corpora- 
tion be placed on substantially the same basis as are the 
standard profits of proprietorships or partnerships. Many 
of us will now face the prospect of preparing 1945 returns. 
If the fiscal year ends on January 31, you will have to 
remember that your basic standard is only adjusted by 5% 
measured by the increase between 1944 and 1939, and that 
future increases in capital employed in 1945 or 1946 won’t 
affect it. Should there be future decreases, however, then 
the tax law says that you have to start to take back a little 
bit of what you were given. That is how the law reads and 
has to be administered, so bear that in mind. 


That is all I propose to say tonight about standard 
profits. We could talk for a week about them but the 5% 
adjustment is the only major change in respect of the year 
1944. Other aspects of the calculation of standard profits 
have been in force for five years, and need not be referred 
to here. 

Capital Employed 

On the subject of capital employed you will remember 
that the basis of calculating capital employed during the 
four years of the standard period 1936 to 1939 is not the 
same as the basis used to calculate the capital employed 
in the taxation years of 1940 and subsequently. Just why 
the difference is necessary I do not know, but certain differ- 
ences are made. The first which springs to mind is the 
fact that if the capital stock alters during the standard 
period nobody gets particularly excited, but if you alter it 
in 1940 or later, then immediately you have to alter your 
computation of capital employed at the beginning of the 
year in which the increase takes place. The second dis- 
tinction is that a liability for dividends declared but not 
paid at the end of the year is treated as a liability during 
the four years of the standard period, but in the taxation 
year you do not consider the accrued balance for unpaid 
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dividends as a liability. Instead you ignore it. The third 
one is made for cash dividends paid in the taxation year. 
In the four standard years it does not matter whether or 
not cash dividends were paid, but in 1940 and subsequent 
years, the payment of cash dividends may have quite an 
important effect on the calculation of capital employed. 
Prior to 1944 the act said that if you paid a cash dividend 
you had to decrease the capital employed at the beginning 
of the taxation year by 50% of the cash dividends. I pre- 
sume this was an arbitrary method of attempting to recog- 
nize the fact that a dividend is paid not entirely out of 
current year’s earnings, but partly out of accumulated sur- 
plus of previous years. In 1944 the provision relating to 
cash, dividends was altered, and replaced by one which 
states that if a company paid a cash dividend during 1944 
or subsequent years and such cash dividend had the effect 
of reducing the capital employed at the end of 1944 or a 
subsequent year, then the capital employed at the beginning 
of the year must be reduced by the amount of the cash 
dividend paid, or by 50% of the reduction in capital em- 
ployed between the beginning and end of the year, which- 
ever is the lesser of the two. 

In introducing this present provision the legislators 
overlooked the fact that they were creating a mathematical 
puzzle. No man can determine the capital employed at the 
end of a year until he knows his tax for that year. Also in 
most cases you cannot determine your tax liability for the 
year until you know the capital employed at the end of the 
year if you have paid a cash dividend. However, you can 
work out the answer to this puzzle by abstract methods. 
One of the professors of mathematics in the University of 
Toronto might work at it for an hour or two and would 
probably produce some pretty involved formulae. We were 
able to work out some lengthy formulae, but these were too 
complicated for ready use. The legislation as drafted was 
unworkable, and when the taxpayers started to ask the 
department how the particular section was to be applied, 
the tax department issued a ruling clarifying the issue, 
which ruling is a tentative solution until such time as the 
act is amended by legislation. They said that in order to 
make progress, the liability for taxes at the end of the 
year may be computed on an arbitrary basis so that capital 
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employed at the end of the year may be calculated. To do 
this, the tax department has said: “Take the taxable income 
for 1944, take 40% of it and deduct from this the actual 
payment of tax which you made up to the end of your 1944 
fiscal period. If there is a balance, this balance is the 
liability which you can use where you have to make an 
adjustment for cash dividends.” That is simple but not 
in accord with the Excess Profits Tax Act and if some tax- 
payer who is a stickler for accuracy insists on doing it the 
hard way the tax department will probably accept it pro- 
vived he can check it with them. This is something which 
a future budget will probably correct and put into a work- 
able state. 
Depreciation 

I propose next to move on to depreciation. I have to 
apologize for jumping around from subject to subject but 
in the short time at our disposal I decided to cover as many 
general points as possible and for those I miss you may 
care to ask some questions at, the close. 

Accordingly I would like to refer to the changes in the 
act in 1944 which relate to depreciation. Depreciation is 
something introduced in section 6 of the Income War Tax 
Act. Section 6 states that no deduction shall be allowed in 
respect of depreciation except such amount as the minister 
in his discretion may allow. Previously it used to be in 
section 5 which stated that there was to be an allowance 
in the discretion of the minister, but for some reasons 
connected with the Pioneer Laundry case it was moved 
from Section 5 to 6 and apparently that has done the trick. 
The whole allowance of depreciation rests entirely in the 
minister’s hands. The tax department has never seen fit 
to publish their regulations with respect to depreciation, 
which makes it rather hard for the taxpayer to find out 
what depreciation is all about. Generally the regulations 
of the tax department follow quite closely the principles of 
good accounting, which if I remember rightly are that de- 
preciation is something which must be written off whether 
there exists a profit or a loss. In fact I believe that this is 
one of the cornerstones on which all good chartered account- 
ants are presumed to rest. The attitude of the tax depart- 
ment is that the taxpayer is the best judge of the rates of 
depreciation to be written off his fixed assets, and so long 
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as these rates are reasonable and consistent he should have 
few difficulties with depreciation. Over a period of time 
the department have set a group of maximum rates of de- 
preciation but these have never been published. The 
Dominion Association very frequently publishes these 
maximum rates but just where or how Mr. McKague 
obtains them is not for me to say. In practice everybody 
knows or thinks he knows what these maximum rates are 
and there is never very much difficulty encountered in 
obtaining information from the department on this point. 
Therefore, the taxpayer is in reality the judge of the rate 
of depreciation to be written off. If the taxpayer takes a 
good low rate this rate is accepted. If he takes a high rate 
the department says: “Write it off if you wish”, but for 
tax purposes they will limit it. In the case of machines, 
they will probably think 10% is enough to be allowed as 
a deduction from taxable income so that the taxpayer writes 
the whole thing off in six years. They follow along behind 
allowing him 10% year after year until the asset is fully 
depreciated. Therefore, essentially the taxpayer fixes the 
rate and it is accepted if it is reasonable. If it is too high 
a lower rate is suggested for tax purposes. In practice the 
smaller companies take the maximum rate allowed by the 
tax department, e.g., machines 10%, buildings 214%, and 
so on, but many larger companies with longer experience 
generally feel that these are a little too high as an overall 
rate for machines and equipment. Some machines may 
depreciate at 20%, others at 5%, and most of us know from 
walking through machine shops that you find machines 
which have been working steadily for the last thirty years 
are still grinding out things. The taxpayer has it in his 
own hands as to his choice of rates, but once he has made 
the choice the department say they think he should stay 
with that choice, subject to certain exceptions. They say 
that when the taxpayer has decided on a normal rate of 
depreciation he may write it off if he likes but they will 
insist that for tax purposes he must not take less than 
50% of that normal rate in any year, nor may he claim 
more than this normal rate. Therefore, the taxpayer may 
vary the rate between 100% and 50% of the normal rate 
chosen, subject to the fact that it is not greater than depart- 
mental maximum rates. As an illustration of this if you 
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run into a year of loss you need only take 50% of your 
normal rate and save the balance for later years. Many 
taxpayers are starting to realize that depreciation is a 
valuable thing to have on their balance sheet, and is not 
always something to be written off as fast as possible. 
Some taxpayers took the viewpoint the quicker the better 
and wrote it all off in 1939 and prior years. When they 
reached the years of very heavy taxation their main body 
of depreciation was exhausted and it meant a very heavy 
tax penalty upon them as a result. In the past many 
people felt that they could not write their depreciation off 
too fast because the Income War Tax Act was, in theory, 
only a war measure. Many taxpayers who had previously 
taken a rate lower than the maximum allowed by the tax 
department realized this and thought that during 100% 
taxation they should jump the rate to the maximum and 
many of them did so. The tax department felt that that 
was too much of a good thing as they had taken a low 
rate in the standard years when the standard profit was 
established and now they were claiming a higher rate. So 
a ruling was introduced which said in effect that your rate 
over the four years of the standard period constituted your 
normal rate and, generally speaking, the department would 
object to your increasing the rate in 1940 or subsequent 
years beyond that normal rate. That is the stand on de- 
preciation during the war years. When peace returns again 
it is possible that that particular regulation may disappear 
into the past, but at the moment it is a definite thing to 
be remembered, and the department will to the best of its 
ability enforce it. 

So the general procedure relating to depreciation is to 
say: “Take your normal rate and in any year write off at 
least half your normal rate or the department will do it 
on its own records.” If the taxpayer insists on filing a tax 
return and claims no depreciation the department will still 
accumulate half his normal rate and decrease his tax assess- 
ment and refund the balance of tax to him. If on the other 
hand he has incurred a year of loss and does not add to 
his loss by writing off depreciation which is, I think, incor- 
rect from an accounting viewpoint, the department will 
increase his loss by 50% of the normal depreciation. A 
year of loss is now almost as much use as a year of profit 
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because we are starting in Canada to allow losses against 
future years of profits. In respect of 1944 you can deduct 
the loss incurred in 1943 plus a future loss which you may 
incur in 1945, 1946 and 1947 against your 1944 profits. In 
your 1945 returns you can deduct a 1944 loss or a future 
loss in 1946. In 1946 you get three losses to take in as a 
deduction from 1946 profits and finally in 1947 the full 
force of the present legislation comes into being and you 
can deduct from your 1947 profits, if you have any, the 
three years’ losses which may have been incurred in 1944, 
1945 and 1946 plus a future loss in 1948. That is the way 
the act reads now and that will have a very interesting 
effect upon future tax collections. I am getting off my 
subject of depreciation here but am doing so deliberately. 
At the minute we collect about 1,600 million dollars in taxes 
compared with about 100 million before the war. Roughly 
50% comes from individual taxation. The remaining 50% 
comes from corporation tax. It is conceivable in the years 
after the end of the war that a depression may come 
about and losses will be incurred. Corporations having 
losses obviously will not pay taxes, and when we come out 
of that depression these losses which have piled up will be 
most useful for tax purposes. It is possible that for three 
or four years after coming out of the depression some com- 
panies will still pay no taxes, and this may create quite a 
problem for some future Finance Minister. That is prob- 
ably realized but the tax must come from someone and 
how it will be levied in those future years is problematical. 

Getting back to depreciation I mentioned to you the 
rules which we apply to normal depreciation. Where you 
have a loss year and write off no depreciation the tax 
department will calculate 50% of normal depreciation and 
add it to your loss so that eventually you get the full tax 
benefit for your depreciation. If you write off no depre- 
ciation in a year of profit, the department will reduce your 
profit by 50% of normal depreciation and you will get a 
refund. 

In 1944 a provision was introduced to the act partly 
by section 6 and partly by order in council whereby if a 
taxpayer acquired by purchase or construction assets in 
a period from November 10, 1944, to December 31, 1946, 
he may apply for permission to write off depreciation at 
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double his normal rates. This double depreciation rate 
does not apply to all classes of depreciable assets. Not 
included in the allowance are office equipment or furnish- 
ings, automobiles, trucks, apartment houses, plant or equip- 
ment outside of Canada and various other items. When 
you are able to either build or acquire certain assets in 
this above-mentioned period you first must fill in a long 
green form No. D.O.R. 17, which is an application to the 
Minister of Reconstruction to ask if he is satisfied that it 
is important to post-war re-establishment that you be allow- 
ed to proceed with such expansion. Having got his ap- 
proval and completed the project, you are then required 
to file with the tax department a form C.E.D. which sets 
out the actual details of expenditures incurred by you. 
Presumably on the strength of this form plus the recom- 
mendation, or lack of recommendation, on the part of the 
Minister of Reconstruction, the tax department will see 
whether or not they will allow double depreciation on these 
assets. 


Allowance of Losses to Reduce Profits 
Another revision which was put through in 1944 was 


the allowance of losses against profits to which I have al- 
ready referred. This provision is a most valuable one for 
the future. We are on the wrong side of the trade cycle 
at the moment to benefit fully yet because the cycle of the 
past four years has been generally one of increasing profits. 
It is possible that the trend will reverse and some day we 
may run out of a period of high profits into a period of 
losses. No tax benefit will accrue at that stage, but when 
the cycle repeats and profits are again earned, the full 
benefit of present or future tax losses will become apparent. 


Scientific Research Allowance 


Another provision was brought in during the past year. 
This was an allowance for scientific research which pro- 
vided for an allowance for scientific research of a current 
nature, and also expenditures of a capital nature. Most 
people were aware that for many years the tax department 
has allowed proper scientific research expenditures as a 
deduction from taxable income and, I may add, will continue 
to do so, but the legislation in its present form looks as 
though this allowance is being limited, in that the section 
states that your deduction cannot exceed 5% of your pre- 
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vious year’s income unless the whole thing is specially 
approved by' the Department of National Research. At first 
glance this looks as though it is a limitation rather than an 
incitement to go in for scientific research. However, I 
understand that the tax department proposes to interpret 
the section in its beneficial sense, namely that if a tax- 
payer can show that his current research expenditure is 
laid out as directly relating to his own business he will be 
allowed to deduct such current expenses, and in addition 
to these current expenditures will be allowed donations to 
research institutions or to universities, etc., and also to an 
allowance for research expenditures of a capital nature. 
These capital expenditures can be written off 1/3 in the 
year of expenditure, 1/3 in the following subsequent two 
years. That means little or nothing just now because the 
period recognized started with August 1, 1944, so that as 
far as the fiscal year 1944 is concerned you can only charge 
off 1/3 of capital expenditure incurred between August 1, 
1944, and the end of the year. In the year 1945 if you 
incur further capital expenditures you can charge off 1/3 
of the 1944 amounts plus 1/3 of the expenditures in 1945, 
and in 1946 you have three one-thirds, that is the remain- 
ing third of 1944, the second of 1945 and the first 1/3 of 
1946. There will be a real tax benefit for expenditures of 
capital on scientific research. This is the beneficial inter- 
pretation rather than a restrictive one being placed on the 
legislation by the department. 

That very briefly covers some of the more important 
items which were brought in during the year 1944 which 
relate directly to excess profits taxes. I have not attempted 
to refer to the various amendments relating to individual 
taxes, such as allowance for in-laws. I do not propose to 
refer to individual taxes tonight but questions will be very 
welcome. 

Just before stopping and throwing the meeting open to 
a general session I would like to repeat one word about the 
job of the tax department. I would like to say that the tax 
departments—you have one here in Toronto on Front Street 
and there are a lot more across the country—are there 
primarily to collect taxes but in addition they are there to 
help the public and I would like to suggest that they are 
anxious to give you such advice as they can. Many tax- 
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payers would no more think of going to the tax department 
than going to the police department, but we are trying to 
get the idea across that if you have problems and cannot 
solve them do not hesitate to ask the people who are paid 
to try to solve them. They will do their best. Sometimes 
they can answer immediately but frequently problems can- 
not be answered at once and they will do their best to get 
you an official answer in due course. I mention this par- 
ticularly from the point of view of taxpayers. All of us 
face difficulty in paying the balance of our taxes. Most 
of us who are on a salary basis have not much choice in the 
matter. Others for various reasons have to pay quarterly 
and through circumstances cannot make the payments. 
The tendency for such a person is to bury his head in 
the sand and hope that if he says nothing he will escape. 
That is just postponing the evil day and adding interest 
and penalties. It is the desire of the tax department that 
where people find themselves in a jam of that nature they 
go to the tax department, sit down and talk over the story. 
They will find that they will have a fair hearing. The 
tax department wish to make a business-like approach 
to the problem and while they obviously can’t and won’t 
forgive the tax, if circumstances warrant they can make 
arrangements with the taxpayer whereby he can liquidate 
his debt by instalments. If the taxpayer lives up to his 
promise, made of his own free will, he will save himself a 
great deal of future difficulty, and also avoid the risk of 
such unpleasant actions as the garnisheeing his salary, 
which is used only after other methods have failed. The 
tax department is there to help the public and we can all 
benefit from that thought. I thank you for your kind 
attention tonight. 
Discussion 


QUESTION: A corporation must pay 1/12 of its antici- 
pated tax beginning six months before the end of its fiscal 
year. Some carry on to just about the end of their fiscal 
year and then send in their first payment. The auditor 
works out a scheme of repayment and probably waits until 
the last of the subsequent six months. What is the incid- 
ence of interest going to be? 

ANSWER: The act says now that commencing six 
months before the end of the fiscal period a corporation 
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must do one of two things. It must make an estimate of 
what its taxes for the fiscal period will be, or it can take 
last year’s profits as a basis for its taxes this year but it 
must do one of those two things—either use last year as 
a basis or guess what this year’s profits and taxes will be. 
It is then required by law to start and make an instalment 
payment of 1/12 of that figure which it picked and continue 
that for six months which brings it to the close of its fiscal 
year, and continue for a further five months until eleven 
payments are made based on a guess or last year’s profits, 
the last month bringing it to five months after the close of 
the year. In the twelfth month it makes up the difference 
between its previous eleven payments and its actual tax lia- 
bility. The obvious question is what happens if the tax- 
payer says: “I guess I am not going to make anything this 
year even though I made a million dollars last year.” It 
is possibie that such a taxpayer is possibly within his rights 
and can legally postpone the whole payment until the sixth 
month after the close of the year and pay in one sum, but 
practically the man would be a fool to do that. It would 
throw his cash budget out of position and it is possible he 
would be unable to make one such payment when due. 

QUESTION: With regard to assets acquired since No- 
vember 10, 1944, on which double depreciation is permitted 
on suitable application being made, the order in council 
states that when the depreciation reserve on these assets 
reaches 809% of the cost depreciation will cease under that 
section. Is that depreciation at double rates or deprecia- 
tion at normal rates? 


ANSWER: I cannot definitely answer because you are 
throwing us into the future. My personal opinion is that 
there is nothing to prevent a man from taking normal de- 
preciation on his asset and when he has depreciated, say, 
machinery for four years so that his reserve equals 80% 
of cost, then I think he would have to be allowed normal 
depreciation on the undepreciated balance in later years. 

QUESTION: In connection with the 5% upward adjust- 
ment of standard profits on increased capital between 1939 
and 1944 is any line drawn between assets to be admitted 
and those which will not be admitted? For example, if a 
corporation invests funds not immediately required for the 
purposes of the business in Call Loans, Dominion of Canada 
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Treasury Bills, or 134% short-term Dominion of Canada 
bonds, will these assets be admitted as capital employed? 
ANSWER: Before you make the 5% adjustment to 
standard profits you have to look at how you compute 
capital employed. This cannot be defined in one word. It 
is defined in very considerable detail in the schedule at- 
tached to the Excess Profits Tax Act and consists of the 
assets used in the business, with certain exceptions, less 
liabilities. In looking over the assets which will be recog- 
nized certain are specifically excluded. The first consists 
of shares in other Canadian companies. The cost of that 
investment must be excluded from your computation of 
capital employed. In the case of an investment company 
this often results in the company having a deficit of capital 
employed. You must also exclude assets which do not pro- 
duce income and which are not required for purposes of the 
business, or assets which do not produce income and were 
not acquired for purposes of the business; also any bank 
account or other investment that the tax department figures 
is not required for the business. You may think of an 
extreme case of a company which had a very large surplus 
and had it invested in Dominion of Canada bonds. The tax 
department might find that this company is doing a very 
small commercial business, but the balance sheet shows an ( 
investment of a very largé volume of bonds and stocks. In 
such a case it is probable that the tax department would 
suggest to the taxpayer that there is too much surplus and , 
that some should be distributed. Or if the department 
for some reason did not force a distribution of surplus, it 
might feel that bank deposits or investments were excessive 
and it could refuse to recognize all or a portion of these 
as being an asset for purposes of calculating capital em- 
ployed. This is not often done, as most taxpayers can think 
up a pretty good story why their temporarily excess funds 
have been invested. There was a lot of this in the early 
days of the war. Some companies increased their capital 
by loans and were unable to get materials. With their 
idle funds they purchased victory bonds, while others pur- 
chased treasury bills and held them for a time. We might 
have said these are idle funds and are excessive, but where 
they were later used in the business we listened, so that I 
again cannot give you a definite answer as to whether or 
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not all assets will be admitted, for there are so many 
factors that you cannot be definite. It would be a very 
extreme case where we would throw out an investment in 
Dominion bonds. Generally we recognize them and because 
they are capital employed we recognize them as an increase 
for purposes of the 5% adjustment. 


QUESTION: You made a remark as to the calculation 
of tax liability for the purpose of determining the amount 
of dividend generally. The amount included as a liability 
was 40% of taxabie income less instalments paid to the 
end of the fiscal period. If the corporation had paid in- 
stalments in excess of 40% of taxable income would excess 
payments be admitted as an asset for purposes of comput- 
ing capital employed? 

ANSWER: The tax department would say they had 
done pretty well for the taxpayer in limiting its liability. 
If anyone were to propose turning this limited liability into 
an asset the department would definitely refuse. 


QUESTION: I understand that inventory reserves are 
not subject to the 12% rate. Will such a reserve be taxable 
at a 10% rate? 

ANSWER: The act says that a taxpayer who is subject 
to the maximum rate of tax, that is 75% or 100%, may 
set up an inventory reserve. When that reserve is set up 
it is only allowed for 100% tax purposes. Today if a man 
were setting up a reserve he would be allowed it for pur- 
poses of his 100% computation but definitely not when 
computing his 18% income tax or his 12% excess profits 
tax or 10% excess profits tax. 


QUESTION: What happens when that reserve is re- 
duced? 

ANSWER: The act says that the reduction shall be 
added to profits of the year in which the reduction takes 
place. If a reduction takes place it is not taxed at the 
18% rate. That is only fair because it was not allowed 
when it was set up. The 12% and 10% and 100% are 
excess profits taxes. When the amount is added back the 
12% would apply. If the man were subject to the maximum 
10% it would also apply. If he were subject to the 100% 
the 100% would apply. If a man set up a reserve in 1943 
when the rates were the same as today and added it back 
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in its entirety to 1944 in strict theory that taxpayer would 
be penalized 10% and 12%. His 12% was not allowed as 
a deduction when the reserve was created, and now when 
he puts it back it is in addition to income. By a regulation, 
beneficial! in this case, the tax department has decided not 
to apply the 12% tax when the reduction takes place in 
the year, as it does not wish to penalize a taxpayer for 
claiming the reserve. Therefore the answer is that the 
12% does not apply to the amount of the reduction in the 
inventory reserve but equally definitely the 10% or 100% 
rates do apply to the reduction. 

QUESTION: . How do you compute the refundable por- 
tion when there is a reduction in the inventory reserve? 

ANSWER: You can illustrate mathematically that the 
breaking point where the 10% tax equals the 100% if an 
inventory reserve is claimed consists of the profits above a 
figure which is 11/6 of your standard plus 11/6 of the 
reserve claimed during the year. 20% of whatever is left 
is the refundable portion. Moving to the present when 
the reserve is added back my own reaction is in fairness to 
the taxpayer we should take the profit and to that profit 
add 11/6 of the reserve added back and then deduct 11/6 
of the standard. In this way the taxpayer who set up a 
reserve, say in 1943, and added it back in 1944 would 
break even. The tax department suggests that this is not 
good law. It says that the amount of the reserve added 
back must be added to income in that year. Therefore in 
the year in which you set up a reserve you take off 11/6 
of the reserve in order to compute the refundable portion, 
but when you reduce the reserve you are not permitted to 
increase the profits by 1/6. 

QUESTION: An inventory reserve has been recorded in 
the books and allowed as a deduction under section 6. 
Stock in hand is valued on the taxpayer’s usual basis of 
cost or market, whichever is the lower. The inventory 
reserve is not reduced although a comparison of quantities 
and prices with 1939 indicates a reserve is no longer re- 
quired. What is the decision of the tax department? 

ANSWER: In this case you have a reserve created. 
Now the object of such a reserve is to try to protect a 
taxpayer against the amount by which the value of his 
goods on hand at the outbreak of war have increased since 
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the outbreak of war. This reserve is computed on the 
basis of pre-war quantities and prices. Today you com- 
pute present prices on the same pre-war quantities and the 
spread in price between 1939 and today gives the maximum 
inventory reserve you can claim. .We now know the maxi- 
mum which may be claimed. Assume a company claimed 
the maximum reserve to which it was entitled in 1940, 
1941 or 1942. Assume that today it computes its reserve 
and finds present prices are still above pre-war prices so 
that the reserve may still be justified, but it wants to know 
if it can add back of its own accord any part of the reserve 
or must it continue to keep the reserve that it claimed in 
the past, until prices drop or until excess profits taxes cease 
to exist. At present if you have claimed a reserve but can 
no longer justify it you must add it back to the profits 
of the year in which this reduction takes place. The act 
also provides that if the reserve has not been used up 
within one year of the date the Excess Profits Tax Act 
ceases to apply, you must add the reserve back to the 
profits of the last year to which the act applied. If price 
control is successful in preventing high rises in wartime, 
possibly there will be no heavy decline in the post-war 
period, so while you have had protection in the war period 
you have not needed it, so the whole reserve may have to 
be added back. The tax department claims if you have 
claimed an inventory reserve in 1940 or subsequent years, 
you have to be consistent so that if today prices are still up 
so that the reserve is justified, you cannot of your own 
accord revise your reserve. That may not appeal to some 
taxpayers. If in 1944 a man suffers a loss for some reason 
not directly affected by inventories, it might seem common 
sense to him to get rid of the overhanging liability of his 
reserve and add the whole reserve back this year. Assum- 
ing that the reserve could still be justified I would think 
that the tax department would refuse to accept this volun- 
tary reduction in the reserve. 

QUESTION: If a company is taxed at the 100% rate and 
carries war risk insurance how do you compute the refund- 
able portion? 

ANSWER: War risk insurance does not affect the re- 


fundable portion in any way that I can see. I cannot quote 
exactly from memory what the War Risk Insurance Act 
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says but it has a remarkably involved provision whereby 
the taxpayer cannot be allowed a deduction of more than 
40% of the premium. In trying to interpret it the tax 
department suggested that you compute your taxes on 
your income before deducting any war risk insurance 
premium. That is, ignore war risk insurance premium 
completely but increase your income and compute your tax 
in that way. Having computed the final tax deduct 40% 
of the premium and pay the net tax. If you work out a 
relatively simple problem in this connection you will find 
that to give the full 40% benefit you must not make any 
adjustment to the refundable portion for war risk insur- 
ance premiums. If you do you won’t be giving the taxpayer 
the full 40% benefit. If you work it out arithmetically 
you can satisfy yourself on that. We won’t adjust the 
refundable portion for war risk insurance. 

QUESTION: Let us assume that a taxpayer in Toronto 
or Quebec has a branch in Halifax which has been looted, 
everything has been broken and goods have disappeared. 
The government is a partner and those things have been 
taken away. What will the government’s attitude be upon 
say those fixtures being new having to be entirely replaced? 
Will it be considered a capital loss and nothing allowed to 
the taxpayer? 

ANSWER: I don’t know. In the past our attitude has 
been, and so far as I know will continue to be, that a loss 
of current assets as distinct from fixed assets by fire or 
robbery or embezzlement is a proper expense for purposes 
of computing taxable income. On the other hand, losses 
of fixed assets have not been allowed as a deduction from 
taxable income. Similarly, I would think that in the case 
of the Halifax riot the loss of fixed assets is not a deductible 
expense from taxable income, unless some special legisla- 
tion should be passed. That is borne out by our attitude 
towards what is popularly called self-insurance. We allow 
the premiums which you pay to an outside insurance com- 
pany whether laid out in respect of current or fixed assets. 
Certain larger companies in Canada whose plants are 
scattered far enough apart that they feel no disaster will 
hit all at one time feel justified in creating self-insurance, 
that is, they make a bookkeeping entry whereby they debit 
profits and credit reserves. The tax department claims 
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the taxpayer has actually done nothing, has simply taken 
a chance and saved an expense. There is just a book- 
keeping entry and it says no expense has been incurred, so 
that the estimated annual charge credited to a reserve can- 
not be allowed as an expense. When the ultimate fire or 
disaster finally takes place the taxpayer will not recover 
anything, consequently in respect of the loss of current 
assets the department will recognize them to the extent 
of the loss, but the taxpayer took a chance on fixed assets 
and is allowed nothing. 

QUESTION: Take the case of a building which is built 
at possibly a quarter of a million dollars and depreciation 
is written off for two or three years. The firm then be- 
comes bankrupt and sells it for $50,000 or $75,000. The 
company purchasing the building realizes that some day 
the building will have to be replaced and sets it up on its 
books on the basis of the original cost. Will the depart- 
ment allow depreciation on this original figure? 

ANSWER: No. Depreciation must be based on cost to 
the taxpayer who is claiming the depreciation. In this 
case the taxpayer suggests that he should be allowed depre- 
ciation not only on the bargain price he paid, but also that 
the tax department give him an additional bonus by allow- 
ing him depreciation on something he didn’t pay. The tax 
department would simply ask what did you pay for that 
building, not what do you think it is worth. You suggest 
that it is the cost to the original taxpayer which should 
be used, but you may have a building which had been in 
the hands of sixteen previous owners and in this case who 
is to say what the original cost was? 


INCOME TAX ADJUSTMENT ON ACCOUNT 
OF FAMILY ALLOWANCE 


Additional income tax deductions, to offset family allow- 
ances, are provided for by an order in council (4405) dated 


June 20, 1945, reading as follows: 

Whereas the Family Allowances Act 1944 provides for the pay- 
ment of monthly allowances, from and after 1st July, 1945, in respect 
of children under 16 years of age; 

And whereas when the said Act was passed, the principle was 
approved that there should be no duplication of benefits by way of 
family allowances and income tax credits for the same child; 
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And whereas it is desirable that, so far as possible, the amounts 
required to avoid such duplication of benefits be deducted at the 
source on the pay-as-you-earn plan; 

And whereas Part XVI of the Income War Tax Act requires 
every employer who pays any salary or wage to any person in his 
employ to deduct or withhold from such salary or wage such amount, 
in respect of the taxes payable by such person, as may be prescribed 
by regulations made by the Governor in Council and to remit the 
amount deducted to the Receiver General of Canada; 

Therefore His Excellency the Governor General in Council, on 
the recommendation of the Minister of National Revenue (concurred 
in by the Minister of National Health and Welfare) and pursuant to 
the authority contained in subsection 2, of section 92, of the Income 
War Tax Act, is pleased to make the following regulations and they 
are hereby made and established accordingly: 

1. Every employer shall deduct from the salary or wage of every 
employee, before or at the time of payment thereof, such additional 
amount of income tax as may be necessary to avoid duplication of 
benefits by way of family allowances and income tax credits for chil- 
dren under 16 years of age. 

2. Such additional amount to be deducted shall be determined 
by reference to the percentage tables attached hereto, having regard 
to the information furnished to the employer by the employee for this 
purpose. 

3. Such information as may be necessary to enable the amount 
of the additional deduction to be properly determined shall be fur- 
nished in writing to the employer by every employee who has claimed, 
as dependents for income tax purposes on the prescribed form T.D. 1, 
children under 16 years of age in respect of whom family allowance 
payments are being made, or are expected to be made, during 1945 
and who is— 

(@) a person (other than a member of the armed forces)— 

(i) married, with an annual income over $1,200, or 
(ii) single, with an annual income over $660, or 

(b) a member of the Armed Forces— 

(i) married, with taxable annual service income over $2,100, 
or 
(ii) single, with taxable annual service income over $1,600. 

4. The information to be furnished by the employee to the employ- 
er for the purposes of this order shall include:— 

(a) the family allowance payments expected to be received each 

month during 1945 in respect of the dependent children under 
16 years of age shown by the employee on the prescribed form 
T.D. 1, 

(0) the marital status of the employee as defined and stated on 

the prescribed form T.D. 1, and 

(c) the estimated earnings (or in the case of members of the 

armed forces, the estimated service income) of the employee 
for the calendar year 1945. 

5. These regulations shall take effect in respect of each and every 
payment of salary or wages made after 15th July, 1945, and the de- 
ductions made hereunder shall be in addition to those required to be 
made by reason of the regulations and the table of tax deductions here- 
tofore prescribed under Order in Council P.C. 1976 of 12th March, 
1943. 


161 





THE CANADIAN CHARTERED ACCOUNTANT 


Percentage tables showing the amount of duplication of benefits 
by way of family allowances and income tax credits to be 
eliminated through the adjustment of 
income tax deductions 


Annual Taxable Income Percentages of Family 

But Not Allowances to Be Offset 

Over Over by Additional Income 
Tax Deductions 


MARRIED PERSONS OTHER THAN MEMBERS OF THE ARMED FORCES 
$1,250 $1,400 10% 
1,400 1,600 20% 
1,600 1,800 30% 
1,800 2,000 40% 
2,000 2,200 50% 
2,200 2,400 60% 
2,400 2,600 10% 
2,600 2,800 80% 
2,800 3,000 90% 
3,000 100% 


SINGLE PERSONS OTHER THAN MEMBERS OF THE ARMED FORCES 


$ 700 $ 800 10% 
800 900 20% 
900 1,000 30% 

1,000 1,100 40% 
1,100 1,200 50% 
1,200 1,300 60% 
1,300 F 1,400 70% 
1,400 1,500 80% 
1,500 1,600 90% 
1,600 100% 
MARRIED PERSONS—MEMBERS OF THE ARMED FORCES 
$2,100 $2,150 10% 
2,150 2,200 20% 
2,200 2,250 30% 
2,250 2,300 40% 
2,300 2,350 50% 
2,350 2,400 60% 
2,400 2,600 10% 
2,600 2,800 80% 
2,800 3,000 90% 
3,000 100% 
SINGLE PERSONS—MEMBERS OF THE ARMED FORCES 
$1,600 $1,650 10% 
1,650 1,700 20% 
1,700 1,750 30% 
1,750 1,800 40% 
1,800 1,850 50% 
1,850 1,900 60% 
1,900 2,000 10% 
2,000 2,100 80% 
2,100 2,200 90% 
2,200 100% 
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Accounting on The Farm 
By Randolph W. Manning, C.A. 
Charlottetown, Prince Edward Island 


el the good old days before the war the average Canadian 

farmer of ordinary means usually adopted one of three 
systems of bookkeeping—his vest pocket notebook, the big 
wall calendar provided by his farm equipment dealer, or 
under his straw sombrero. However, now that Mr. Ilsley 
and his associates are taking such an interest in his fiscal 
activities something a little better has to be provided to 
replace these methods that were good enough in their day. 
There has been much recent controversy over whether the 
farmer has been bearing his share of the nation’s tax bur- 
den—in which this writer does not propose to participate, 
except to say that if it is so, the common complaint heard 
from the farmer is that he has neither the time nor the 
facilities for elaborate records. 

Contrary to popular opinion, the farmer is not a hick, 
or an ignoramus, or a relic of serfdom—and never was. 
While his outlook is sometimes different from that of his 
city friend, he is just as well educated, often better read, 
and with a more profound philosophy of life. He is a 
capitalist with a capitalist’s perspective. His work is not 
the kind that develops a love of detail, which is likely the 
main reason for his dislike for books of account. He works 
and thinks in terms of ten acres of potatoes, or a hundred 
of grain, fifty head of cattle or a thousand barrels of apples. 
It may be that our profession can perform a service by pro- 
viding our rural friends with methods of accounting that 
are adaptable to such a state of mind. This treatise is 
therefore not calculated to tax the brain of the profession- 
al reader, but is designed to outline a system of bookkeep- 
ing that contains an absolute minimum of detail, and that 
can be elaborated upon to any extent the farmer desires. 

Simple Rules 

A cash received and paid basis of accounting should be 
recommended instead of the accrual system, as it is simpler, 
and is acceptable to all authorities to whom he must re- 
port. Similarly the accounts should be closed with the 
calendar year. This will ensure a minimum of matching 
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one season’s receipts with another season’s expenses. The 
filing system can be limited to two departments—one for 
purchase invoices and vouchers, and one for copies of sales 
documents. In this connection he should be encouraged to 
make up invoices for all his sales, or a memorandum of 
each consignment to his co-operative or agent. All vouch- 
ers can be filed in order of date, unless he wants those with 
some of his more important suppliers and customers kept by 
themselves. A separate file for bills that are strictly per- 
sonal can be advised, and another for correspondence. 

Most farmers have an account with the bank, and the 
importance of it as an aid to proper accounting should be 
emphasized to any who don’t. It ensures the immediate 
recording of a transaction, which is usually lacking when 
cold cash is involved. All receipts should be deposited as 
soon as possible, using a duplicate deposit slip. Small cash 
receipts for the occasional sale of odd lots of produce can 
be accumulated for future deposits, with a note made of 
the source of each one. They should not be pocketed and 
spent. 

Every payment should be made by cheque. It will like- 
ly be argued that many disbursements are too small, and 
made at odd times and places when cheque writing would 
be out of the question. Some of this is of course unavoid- 
able, but the practice of having monthly charge accounts 
with the local dealers in hardware and small supplies will 
keep it down to the minimum. Cash for personal expenses 
should be withdrawn from the funds on deposit, and there- 
after kept separate from the farm accounts. 


Cash Book Columns 


These few simple rules are important, and once the 
farmer is educated to them, they will compensate for any 
little inconveniences they might cause by easing the book- 
keeping burden. And here, the simplest system that can 
be devised will usually be the most acceptable. However, 
it is not too much to expect the agriculturist to learn a 
few rudiments of double entry. Provide a columnar book, 
with as many columns as necessary, or even a pad of colum- 
nar sheets. There is likely little advantage in attempting 
to cut off the transactions at each month-end—the season 
or year is more important to the farmer. Therefore a gen- 


164 














ACCOUNTING ON THE FARM 


eral ledger can be forgotten unless he wants it. Instead, 
a summary of the season’s operations can easily be pre- 
pared from the column totals and the various amounts in 
the two miscellaneous columns. In this connection it should 
be remembered that the more columns the book or sheet 
contains, the fewer the entries in the miscellaneous col- 
umns, and the less cause for confusion. It is suggested 
that the common synoptic arrangement be used, with the 
space for dates and explanations at the left side of the page, 
and all the columns spread out to the right. 

Column headings can conform generally to the follow- 
ing arrangement: Miscellaneous, dr. and cr., bank, dr. and 
cr., personal, dr. and cr., a series of debit columns for ex- 
penses, such as wages, seeds and plants, livestock feeds, 
containers, truck and tractor expenses, fertilizers, sprays, 
repairs, livestock purchases, produce for resale, miscel- 
laneous supplies, miscellaneous farm expenses, etc., and a 
series of credit columns for receipts from each of the main 
types of produce raised: Vegetables, fruits, roots, grains, 
seeds, livestock, dairy products, meats, poultry and poultry 
products, etc. The headings of income and expense col- 
umns will of course depend on the kinds of produce the 
farmer makes his specialties. 

Actual accounting principles to be mastered should be 
kept to a minimum, possibly three: 1. Every transaction 
must be entered twice, in both a debit and a credit column. 
2. Money received goes in the bank debit column, and 
money paid out in the bank credit column. 3. Debit and 
credit column totals at the bottom of each page should 
balance. 

The foregoing arrangement is probably the absolute 
minimum for keeping farm accounts properly, and there are 
many fancy embellishments that can be added. These 
should not be suggested, however, until the fundamentals 
are thoroughly grasped, and then only if they are asked 
for, or if they will make a definite improvement. A simple 
system such as this will satisfy the needs of most small 
farms for years. It can likely be safely forecast that the 
farmer will be more than pleased with the outcome of his 
first year’s bookkeeping—and possibly astonished at the 
picture of operating results shown. 
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Special Problems 


Mention should be made of a number of additions to the 

basic system that can be added in the case of larger or more 
diversified operators. It may be necessary to have columns 
for both cash and bank transactions, especially if, due to 
distance, banking cannot be carried on regularly. If there 
is more than one specialty line operated, such as a herd 
of pure-bred livestock, a truck garden, a woodlot, a fruit 
orchard, a fur ranch, etc., it may be desirable -to have 
separate analysis sheets for both expenses and income, with 
two columns in the cash book or sheet to act as controls. 
Some of these enterprises might even require a separate 
set of books, with accounts receivable and payable and gen- 
eral ledgers. These can be recommended when the farmer 
branches into such activities as a sawmill, a canning plant, 
a dairy, greenhouses, ice route, custom machinery service, 
etc. At this point, however, it will be necessary to con- 
sider the question of obtaining assistance in the bookkeep- 
ing routine. 
) When it is realized how simple a basic system of farm 
; accounting can really be, it is difficult to understand why 
the complaints of one of our biggest industries, with op- 
erating methods and business practices that are not too 
dissimilar from other branches of commerce, can be at- 
tributed to a failure to keep proper records. Possibly it is 
not out of place to raise the question of whether our own 
profession has not a responsibility in the matter, which it 
has not fully realized in the past. We are definitely com- 
mitted to promoting the interests of good accounting— 
most of our articles are specific on this point. The farmer 
is admittedly a difficult man to approach on such a subject; 
many of our members do not have association with him in 
their daily activities; and then there is the old saw about 
teaching old dogs new tricks. However, it certainly ap- 
pears now as an extensive field for broadening the activities 
of our profession, and in this writer’s opinion an unpre- 
cedented opportunity for it is to be opened to us in the near 
future. 

Referred to, of course, is the expected decision of many 
of our returned boys to take up farming, or some of its 
branches, upon discharge from the armed forces. There 
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are many inducements offered them in the way of financial 
grants, instruction courses, assistance in locating, etc. 
These men will be interested only in modern farming 
methods. They have developed from their training and 
service to their country a self-reliant, no-nonsense, and 
business-like approach to their problems. Their respon- 
sibilities to the Department of Veterans’ Affairs, and under 
the Veterans’ Land Act, will in fact demand business-like 
methods. It is safe to say that we will be doing the country, 
the veteran, and the profession itself a great service by 
making use of every opportunity to approach such men, 
outline their responsibilities to the government, which have 
changed so since they left civilian life, point out the advant- 
ages of proper accounting, and offer to start them out on 
the right foot. 

One suggestion has already been mooted, which is 
passed along without comment for the reader’s own con- 
sideration. It is that we individually, or through our in- 
stitutes, offer to provide any such veteran who wishes it 
an accounting system, and instructions in its use, gratis. 
If he is satisfied with it, and wants further improvements 
or professional advice at a later time, talk about fees then. 
In any event, it is hoped this discussion will provoke some 
thought on a subject which seems to have lacked much 
previous attention. 
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Book Reviews 


Production, Jobs and Taxes, By Harold M. Groves. 
Published by McGraw-Hill Book Company, New York. Re- 
viewed by Frank S. Capon, C.A. 

This study of post-war tax policies was published under 
the auspices of the Committee for Economic Development 
in the United States. Dr. Groves is Professor of Economics 
at the University of Wisconsin, is a member of the Wiscon- 
sin Tax Commission, and served on the committee ap- 
pointed by Washington to prepare a report on the fiscal 
relations of the states to the federal government. 

In the space of just over 100 pages, Dr. Groves has cov- 
ered all the really major phases of income and profits tax- 
ation, and the eight page summary actually provides all 
of the conclusions and recommendations. Although the 
subject has been specifically dealt with from the United 
States viewpoint, the proposals apply with equal force in 
any country. The main phases of taxation considered may 
be summarized as follows: 


1. Duplication in corporate and personal income tax. 


2. Excess profits tax repeal. 

. Carry over of losses. 

. Timing of depreciation allowances. 

. Personal income tax as the main revenue source. 
. Tax-exempt securities. 

. Capital gains and losses. 

. Averaging personal incomes. 

. Estate taxation. 

It is difficult to see how any genuinely open-minded and 
intelligent reader can differ radically from the conclusions 
and recommendations made by Dr. Groves. He has cov- 
ered the main arguments under each heading, wasting few 
words, and has reviewed the various alternatives before 
reaching each conclusion. Since the job has been done so 
adequately, it would seem a pity if full advantage is not 
taken of this book by our various Dominion and provincial 
legislation committees, which are engaged from time to 
time in reviewing our tax structure and recommending re- 
finements. 
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Current Accounting Literature 
By Frank S. Capon, C.A. 


\ = report of the Cohen Committee has now been re- 
leased (H.M. Stationery Office. Kingsway, London 
W.C. 2). The committee was appointed by Parliament to 
make an exhaustive study of the U.K. Companies Act and 
to make recommendations for desirable amendments to the 
act. Several months have been devoted to the study, and 
many briefs have been presented by professional bodies, 
service societies, incorporated companies and individuals. 
The report and recommendations touch every phase of com- 
pany law, and since our Canadian act is so close in prin- 
ciple to its British counterpart, the report will be invalua- 
able to those who are working on proposed changes to the 
Canadian act. Many of the recommendations are aimed at 
correcting minor faults or bringing the law up to date with 
changing conditions, and in many cases the Canadian act 
already follows the recommended principles. However, 
some of the major suggestions have far reaching implica- 
tions, new to both countries, and those which will be of 
most interest to accountants are summarized briefly below. 
The responsibilities and liabilities of auditors are consid- 
erably increased particularly with regard to statements in- 
cluded in a prospectus. 
Auditors 
1. Auditors must be qualified members of the profes- 
sion. 
2. Private company officers or partners may not be 
auditors. 
3. Audit report form strengthened re “true and correct 
view of the state of the company’s affairs”’. 
Accounts 
4. No standard forms, because of diversity of com- 
panies. 
5. Balance sheet must include: 
(a) Fixed assets at cost, with depreciation netted 
(b) Basis of conversion of foreign currencies 
(c) Commitments for capital expenditures 
(d) Comparative figures for one year. 
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6. Profit and loss accounts must disclose any significant 
changes in accounting practices or methods of valuation. 

7. Consolidated accounts must be published by holding 
companies with subsidiaries 51% or more owned, unless 
consolidation is impracticable. If so, directors must explain 
why an auditor must comment on explanation in his report. 

Prospectus 

8. Accountants certify statements as experts and in case 
of false statements are deemed liable for damage unless 
they can prove innocence. Burden of proof is similarly on 
director subscribing to false statement. 

9. Auditor must use discretion on the number of years’ 
financial results that should be shown in prospectus, and 
must explain any adjustments he has found it necessary to 
make to book figures. 

Miscellaneous 


10. Directors must retire at age 70. 

11. Proxies need not be shareholders. 

12. If shares registered in name of nominees, beneficial 
ownership must be disclosed to company. 

12. No par value shares are not allowed (no change). 

Accounting Principles 

The final, and undoubtedly one of the most important of 
the current series of statements on accounting principles 
has been issued by the Institute in Great Britain. The 
statement and recommendations cover the valuation of 
stock-in-trade, summarizing the various methods currently 
in use in Britain, and defining such terms as cost, market, 
etc. As in the case of earlier releases, the present one is 
notable for the clear and concise statement of a major ac- 
counting problem, with straightforward recommendations 
that cannot be misunderstood. Noticeable by its absence 
is the last-in first-out method of valuation, and the main 
recommendations are that stocks should be valued at the 
lower of cost or market, and that whatever method of valua- 
tion is adopted it must be applied consistently from year to 
year. 

In the 30th June issue of “The Accountant” (London, 
England) the merits of FIFO and LIFO are discussed ed- 
itorially as a part of the comment on the above statement, 
and the editorial comes out strongly in favour of FIFO. 


170 





CURRENT ACCOUNTING LITERATURE 


There are two sides to this argument, which is still very 
much up in the Canadian air, and we would do well to study 
both before reaching any conclusions. 

Gee & Company (Publishers) Ltd., 28 Basinghall Street, 
London, have published a booklet containing the complete 
set of recommendations on accounting principles issued by 
the British Institute, the first of which was released in 
1942. Every accountant should have ready access to this 
booklet, and also to the series of recommendations being 
issued by the American Institute from time to time. 

Fixed Asset Accounting 

Fixed asset accounting, with particular emphasis on 
some of the adjustments to records that will be necessary 
after the war when government-owned assets must be ac- 
counted for or purchased, is covered in an interesting and 
authoritative article by A. B. Hossack in the 15th of June 
N.A.C.A. bulletin (National Association of Cost Account- 
ants, 385 Madison Avenue, New York). The reasons for 
maintaining adequate records of fixed investment, methods 
for authorizing new expenditures, plant write-up forms, 
treatment of wartime additions and of government-owned 
assets, are outlined in some detail. 

Cost Accounting and Reports for Management 

H. T. McAnly, of the firm of Ernst and Ernst has made 
a valuable contribution to articles on cost accounting in the 
1st July N.A.C.A. bulletin. The importance of providing 
management with prompt and accurate cost figures in the 
post-war emergency period cannot be stressed too heavily, 
and Mr. McAnly discusses the relationship of cost records 
to business planning and management decisions. Cost ac- 
countants will find in this article much information of value 
in improving techniques and methods of compiling data for 
management, and general accountants will find a clear out- 
line of the importance of costing and the uses that can be 
made of cost data. 

In the same bulletin, the subject of management control 
through reports is discussed by Bradford Cadmus of Stan- 
dard Brands, Incorporated. A system, or rather structure, 
of business reports is outlined, and Mr. Cadmus likens the 
reports to a set of meters in a powerhouse. The operator 
watches a battery of meters which are constantly telling 
him which operations are functioning smoothly and which 
are showing danger signals. Financial reporting is rapidly 

SEPTEMBER 1945. 171 





THE CANADIAN CHARTERED ACCOUNTANT 


growing in popularity in industry, and auditors would be 
surprised how much value they could get from a review of 
internal financial reports before commencing the audit. 
The Measurement of Profits 

Much food for thought is provided by Bertram Nelson 
in an article on the above subject in the July issue of “Ac- 
countancy” (London, England). The three main headings 
are: “When is a profit made?’’; “How is the profit to be 
measured ?”; and “Where is the profit made?” Basing his 
arguments on the claim that accounting terminology and 
techniques are so vague and so free from guiding principles 
that recorded profits frequently represent the results which 
management thinks it prudent to show, rather than actual 
results, Mr. Nelson calls for a complete overhaul of present 
terminology and techniques. 

Reinstatement of Ex-servicemen 

The July “Journal of Accountancy” (13 East 41st 
Street, New York) contains an article by C. S. Rockey on 
the reinstatement in public accounting firms of employees 
on active service. Of particular interest is the question- 
naire to be forwarded to such employees before they are 
demobilized, and the suggestions for assisting the ex-service- 
men to catch up with time which may have been at least 
partially lost from a purely accounting viewpoint. 

Post-War Position of Women in Accounting 

During wartime there has been a rapid growth in the 
number of women accountants, in spite of deep-seated pre- 
judices against women as accountants. Miss J. M. Palen 
sets forth in the July “Journal of Accountancy” a number 
of good reasons why women have come to stay in the pro- 
fession, even quoting the “Journal” which has admitted 
that many of the prejudices have a definite “life with 
father” flavour. 

Internal Auditing 

The June issue of “The Internal Auditor” (39 Atlantic 
Street, Stamford, Conn.) contains an article by C. T. At- 
kisson on the subject of internal accounting control vs. 
internal auditing. The many different types of problem 
covered emphasize the wide scope and importance of in- 
ternal auditing. In the same issue there is a brief article 
on internal audit reports by L. R. Schuridt, which will be 
found of keen interest to those concerned with the planning 


or writing of such reports. 
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Exchequer Court Jurisdiction 


The constitutional basis of the Exchequer Court of 
Canada was considered by the British Columbia Court of 
Appeal in Nanaimo Community Hotel v. Board of Referees 
and, in a judgment issued March 20, 1945, a majority of the 
court upheld the Exchequer Court’s exclusive jurisdiction 
over revenue matters which are within the exclusive legisla- 
tive competence of the Parliament of Canada. The Board 
of Referees under the Excess Profits Tax Act was defendant 
because the appeal was from a decision of the board concern- 
ing standard profits of the plaintiff. 

The main points of the decision are summarized by Do- 
minion Law Reports as follows: 


The Parliament of Canada has the authority under s. 101 of the 
B.N.A. Act to create an Exchequer Court of Canada and to confer 
upon it exclusive jurisdiction in connection with revenue matters 
which are within that Parliament’s exclusive legislative compe- 
tence, and to that end it may oust the jurisdiction of a provincial 
superior Court to issue certiorari with respect to such revenue 
matters. The fact that the provincial Court’s jurisdiction stem- 
med from Imperial legislation does not, since the Statute of West- 
minster, 1931 (Imp.), c. 4, give it any protection under s. 129 of 
the B.N.A. Act against the exercise of legislative power under 
s. 101. (O’Halloran J.A. dissenting.) 


Section 66 of the Income War Taz Act, R.S.C. 1927, c. 97, which 
provides that “subject to the provisions of this Act, the Exchequer 
Court shall have exclusive jurisdiction to hear and determine 
all questions that may arise in connection with any assessment 
made under this Act” and which, mutatis mutandis, is incorpor- 
ated by reference into the Excess Profits Tax Act, 1940 (Can.), 
c. 32, by s. 14 of the latter Act (the said s. 66 being among the 
sections 40 to 87 inclusive of the Income War Tax Act which are 
so incorporated) ousts the jurisdiction of the Supreme Court of 
British Columbia to issue a writ of certiorari to quash a decision 
of a Board of Referees, approved by the Minister of National 
Revenue, fixing the standard profits of a company under the 
Excess Profits Tax Act, where the claim to certiorari was based 
on the fact that the Board was improperly constituted and that 
it had decided without hearing all the evidence. Although 
s. 5(4) [am. 1942-43, c. 26, s. 3] of the Excess Profits Tax Act 
provides that the Board’s decision when approved by the Minister 
is “final and conclusive’, an aggrieved party may nevertheless 
resort to the appeal provisions of ss. 58, et seq. of the Income War 
Tax Act, leading to proceedings in the Exchequer Court, since 
“final and conclusive” refers only to a decision of first instance, 
and moreover, the Board’s decision would not be final and con- 
clusive although approved by the Minister, if the Board were not 
properly constituted or if it did not give a fair hearing. Further, 
although the Exchequer Court is a statutory Court, the legisla- 
tion creating it conferred on it the jurisdiction enjoyed by the 
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former English Exchequer Court, which included jurisdiction in 
certiorari, and it could not be argued that its jurisdiction was 
merely appellate so that s. 66 of the Income War Taz Act did not 
oust the power of the Supreme Court of British Columbia to issue 
certiorari. 

Since s. 66 conferred exclusive jurisdiction, no other Court 
had power to intervene. Finally, s. 66 covered matters pre- 
ceding, as well as those subsequent to or consequent upon an 
assessment, so long as they related to it, so that the Board’s 
determination of standard profits was a question within the Ex- 
echequer Court’s exclusive jurisdiction. The Parliament of Canada 
was fully empowered by ss. 101 and 91(3) of the B.N.A. Act to 
oust the certiorari jurisdiction of the Supreme Court of British 
Columbia in revenue matters and, since the passing of the Statute 
of Westminster, s. 129 of the B.N.A. Act interposed no obstacle 
even though the certiorari powers of the provincial Court derived 
from Imperial legislation. 

Per Sloan C.J.B.C. and O’Halloran J.A. dissenting: The language 
of s. 66 of the Income War Taz Act is not apt to oust the juris- 
diction of the Supreme Court of British Columbia in certiorari, 
mor does the Exchequer Court Act do more than confer certain 
econcurrent jurisdiction in certiorari upon the Exchequer Court. 
Moreover, a statutory ouster of certiorari will not be effective if 
‘an impugned order has not been made by the proper authority. 
Per O’Halloran J.A.: In any event, the Parliament of Canada does 
not have any authority under the B.N.A. Act to oust the certiorari 
jurisdiction of the Supreme Court of British Columbia, a Court of 
Imperial origin, the powers of which derive from Imperial legisla- 
ition, and which are safeguarded, therefore, by s. 129 of the B.N.A. 
Act, The Statute of Westminster does not affect the question in 
‘view of s. 7(1) thereof. Not only is s. 101 of the B.N.A. Act in- 
‘adequate to confer such authority on the Parliament of Canada 
tbut, further, the right to certiorari is a civil right, which is a 
vested jurisdiction of the Supreme Court of British Columbia 
available for the protection of a right to a fair hearing, which is 
here in question, and which is a civil right in the Province within 
8. 92(13) of the B.N.A. Act, and the protection thereof is not 
subject to be taken away from a Court of Imperial origin. 
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Obituaries 
The Late George Samuel Jewell 


The Institute of Chartered Accountants of Ontario re- 
grets to announce the sudden death on July 14, 1945, of 
George Samuel Jewell, London, Ontario, while vacationing 
at Grand Bend, Ontario. 


Mr. Jewell practised his profession in London, having 
continued the practice established by his father, the late 
Frank Jewell, a past president of the Institute, with whom 
he registered as a student. A member of the Institute since 
January 1933 Mr. Jewell served on the council for the years 
1938-39 to 1942-43 inclusive, the last year as secretary- 
treasurer. In May 1944 he was admitted a Fellow of the 
Institute. 


Surviving are his widow and two children to whom the 
Institute extends sincere sympathy in their bereavement. 


The Late Maitland Frederick Pridham 


The Institute of Chartered Accountants of Ontario re- 
grets to announce the death of Maitland Frederick Pridham 
at Toronto on July 31, 1945, following a short illness. 


Mr. Pridham received his practical experience with 
Thorne, Mulholland, Howson and McPherson, chartered 
accountants, Toronto and Galt, and subsequent to passing 
the final examination and election to membership in Janu- 
ary 1927 was employed with the Dominion income tax 
department. He later established his own practice and for 
the past two years had served as joint auditor of the 
Institute, his reappointment for the ensuing year having 
been approved at the last annual meeting. 


Sincere sympathy is extended at this time to his widow 
and children in their bereavement. 
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The Late Neil McCabe Smith 


The Institute of Chartered Accountants of Ontario 
regrets to announce the sudden death at Toronto on July 
27, 1945, of Neil McCabe Smith, a member of the Institute 
since January 1925. 


Following service in the first great war in which he 
was severely wounded, Mr. Smith registered as a student 
with the firm of Stiff Bros. and Sime, and at the time of his 
death was senior partner in the firm. 


To his widow and family and his business associates the 
Institute extends sincere sympathy. 





Personals 


E. Manning Sprackman, chartered accountant, an- 
nounces the removal of his offices to 460 Richmond Street 
West, Toronto, Ontario. 


Gordon V. Draper, C.A., and Hector W. Fielden, C.A., 
have entered into partnership under the name of Draper 
and Fielden, chartered accountants, 184 Bay Street, Tor- 
onto, Ontario. 


Paul Rising, chartered accountant, announces the re- 
moval of his office to room 64, 553 Granville Street, Van- 
couver, British Columbia. 


R. H. Langlois, C.A., formerly secretary-treasurer of 
Rogers Majestic Limited, Toronto, announces the opening 
of an office in the Toronto Mortgage Chambers, 15 Toronto 
Street, Toronto, Ontario, for the practice of his profession. 


C. W. Stephens, chartered accountant, formerly of 
Brokenshire, Scarff & Co., and with the Board of Referees 
under the Excess Profits Tax Act, announces that he has 
opened an office for the practice of his profession in the 
Guaranty Trust Building, Windsor, Ontario. 
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R. G. H. SMAILS, C.A., Editor 


NOTES AND COMMENT 


The English Companies Act was last comprehensively 
revised in 1929. Now it is again up for revision and the 
Cohen Committee on Company Law Reform has presented 
its report. The trend of the proposals will probably com- 
mand general support and arouse little criticism except 
perhaps that some of them might have been carried a step 
further. Publicity is the main weapon upon which the 
committee appear to be relying in order to raise the gen- 
eral standard of financial practice, and this happens to be 
the one concerning which our own profession has or should 
have much to say. Private companies—if the committee’s 
recommendations are implemented—will no longer be able 
to operate under a cloud of secrecy but will have to file 
annual statements as public companies do; secret reserves 
are to be disclosed, except by the banks; a consolidated 
balance sheet of holding companies is to become compulsory. 
An original proposal in regard to publicity is that which 
would reform the libel law as a means of encouraging more 
critical press comments upon published statements. A de- 
mand whose propriety, or at least practicability, will be 
questioned by some accountants is that the definition of 
fixed assets and current assets should be laid down in the 
act. It is an easy matter for the writer of a text book . 
irresponsibly to dash off definitions of this kind but much 
research would be needed before framing definitions uni- 
versally applicable and acceptable—and it is not entirely 
clear what purpose these definitions would serve even when 
they had been successfully formulated. One English news- 
paper concludes a leader on the subject of the Cohen report 
with the words: “It is clear that the committee has man- 
fully resisted the appeals of privilege and has insisted 
throughout on the public responsibility of private enter- 
prise’. It will be interesting to see how the recommenda- 
tions of a committee set up by Mr. Churchill’s government 
will be treated by Sir Stafford Cripps, the new president 
of the Board of Trade. 


* * * 
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With the issue this summer of the fifth number (of the 
new series inaugurated in 1941) of The Commerce Journal, 
the Commerce Club of the University of Toronto has em- 
erged from the war with an unbroken record of annual 
publication upon which all concerned are to be congratu- 
lated. This last number contains a symposium of papers 
on “Effective Marketing—the Key to Tomorrow’s Jobs” 
(a course arranged by the University in co-operation with 
the Advertising and Sales Club of Toronto) and other ar- 
ticles among which is one by Professor C. A. Ashley on 
“Source and Application of Funds”. Dr. H. A. Innis will 
probably forgive us for quoting at length and without prior 
arrangement, from the “Foreword” which he contributed: 
“The generation of students who have survived . . . enters 
a new world of even greater complexity, without the sup- 
port of many of its ablest who have perished. It will al- 
ways be your task to remind future generations with less 
direct contact with this catastrophe of western civilization 
of the costs which your generation has paid. You will find, 
as those of us who survived the last war found, that the 
loss of your comrades may make it impossible for you to 
withstand the pressure from later generations and indeed 
from earlier generations. Both youth and age of other 
generations will crowd in on your generation as they did 
on ours. But at least you have had the advantage of a 
warning from the experiences of an earlier war and you 
will have the very particular interest and sympathy of a 
generation which had not such warning or experience to 
direct them. There is an ‘incommunicable bond’ between 
those who have faced death when young.” 


* * * 
PUZZLE 


A plane made a trip from Quebec to Toronto (a distance, 
say, of 400 miles) and back to Quebec. If the round trip 
took four hours when a 100 mile an hour gale was blowing 
directly and steadily from Toronto to Quebec what was the 
air speed of the plane? 

* ok 


ANSWER TO LAST MONTH’S PUZZLE 
The second offer is the better one since the total salary 
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by it exceeds that by the first offer by $50, $150, $200... 

in succeeding years. 
$150 raise yearly $50 raise half yearly 

Salaryfor Salaryfor Total Salaryfor Salaryfor Total 

Year first half secondhalf salary  firsthalf secondhalf salary 

1 $500 $500 $1,000 $500 $550 $1,050 

2 575 575 1,150 600 650 1,250 

3 650 650 1,300 700 750 1,450 

4 725 725 1,450 800 850 1,650 


k * ok 
STUDENTS’ ASSOCIATION NOTES 
Quebec 


The Quebec Students’ Society deeply regrets to announce 
that Flight Lieutenant Maxwell Boyd Calhoun, previously 
reported missing in air action overseas, is now for official 
purposes presumed dead, according to word received by his 
parents. He was a second year student in the employ of 
Campbell, Glendinning & Co., when he joined the Royal 
Canadian Air Force in May, 1942. Max graduated from 
No. 9 Air Observers’ School, St. John, Quebec, with the 
highest marks in his class and was awarded the Dominion 
Skyways (Observers’) Limited award of proficiency. Our 
sincere sympathy is extended to his family. 

Congratulations to Captain T. Garfield Gould, who re- 
cently arrived home on a hospital train from the hospital 
ship Letitia. Captain Gould won the Military Cross for 
heroism in leading his men through an enemy minefield in 
the Rhineland area. He served in the Sherbrooke Fusiliers, 
and was a third year student in the employ of Campbell, 
Glendinning & Co., at the time of his enlistment. Good 
going, Garry, we are very proud of you! 


PROBLEMS AND SOLUTIONS 
THE PROVINCIAL INSTITUTES OF CHARTERED ACCOUNTANTS 


Solutions presented in this section are prepared by practising 
members of the several provincial Institutes and represent the personal 
views and opinions of those members. They are designed not as models 
for submission to the examiner but rather as such discussion and 
explanation of the problem as will make its study of benefit to the 
student. Discussion of solutions presented is cordially invited. 


PROBLEM I 
INTERMEDIATE EXAMINATION, DECEMBER 1944 


Accounting II, Question 1 (10 marks) 
Industrial Investment Company Limited acquired all the outstand- 
ing shares of Operations Limited on 31st December 1943. The shares 
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acquired had a par value of $1,000,000 and earned surplus at 31st 
December 1943 of Operations Limited was $100,000. The consideration 
given was $1,200,000 in cash. During the six months ended 30th June 
1944 the net profit of Operations Limited was $50,000 and dividends 
aggregating $100,000 were paid. 

(a) Assuming that Industrial Investment Company Limited 
records on its books the undistributed earnings of subsidiary com- 
panies, what entries would you make in respect of the earnings and 
dividends? 

(b) Assuming that Industrial Investment Company Limited only 
enters dividends received from subsidiaries on its books, what entries 
would you make in respect of the dividends? 

(c) If a consolidated balance sheet were prepared what would the 
goodwill on consolidation amount to? 

SOLUTION 
INDUSTRIAL INVESTMENT COMPANY LIMITED 
1944 
30th June 
(a) Investment in Operations Limited 
To Profit and loss—Profits of 
subsidiary company, $50,000 
To record earnings of Operations 
Limited for six months ended 
30th June 1944. 
Cash 100,000 
To Investment in Operations Limited. . 100,000 
To record dividends received from 
Operations Limited. 
(b) Cash 100,000 
To Dividend from subsidiary company 50,000 
Investment in Operations Limited 50,000 
To record dividend of $100,000 received 
from Operations Limited of which 
$50,000 is credited to the investment 
account as it was paid out of surplus 
existing at date of acquisition. 
(c) Goodwill on consolidation— 
Price paid for shares $1,200,000 
Par value of shares $1,000,000 
Surplus at date of acquisition 


1,100,000 


Goodwill on consolidation $ 100,000 


PROBLEM II 
FINAL EXAMINATION, DECEMBER 1944 
Acounting II, Question 2 (35 marks) 

One of your clients, The Manufacturing Company Limited, has 
requested you to prepare the following information for it as at 31st 
December 1943: 

(a) Forecast of its monthly profit and loss account for the six 
months ending 30th June 1944. 

(b) Its estimated cash position at the end of each of these six 
months. 

(c) Its balance sheet position at 30th June 1944. 

The general ledger trial balance at 3lst December 1943 is as 
follows: 
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STUDENTS’ DEPARTMENT 


Cash in bank 
Accounts receivable: 

Government 

Domestic 

Export (50% November, 50% 

cember ) 
280,000 

Inventories 1,000,000 
Land, buildings, plant and machinery 600,000 
Reserve for depreciation $ 260,000 
Bank loan 200,000 
Accounts payable (due in January) 210,250 
Commission payable (due in January) 5,000 
Pre-production advances 250,000 
Provision for 1943 income and excess profits taxes 36,000 
Five per cent first mortgage bonds payable 15th 

November 1950 120,000 
Accrued bond interest payable 750 
Share capital (par value $100 per share) 500,000 
Earned surplus 300,000 


$1,882,000 $1,882,000 


Shipments are estimated to be as follows: 
Government orders 
at $3,000 per unit Domestic Export 
January 30 units $ 80,000 $70,000 
February re 90,000 80,000 
March 100,000 70,000 
April 100,000 70,000 
May 90,000 70,000 
80,000 60,000 
Cost of sales is estimated as follows: 
Factory 

Material Labour overhead Profit 
Government $600 $900 $250 
Domestic 20% 150% of labour 20% . 
Export 40% 20% 150% of labour 10% 


Cost of sales includes $10,000 per month for depreciation. 
Manufacturing purchases are estimated as follows: 
Factory 
Material Labour’ overhead 
January $70,000 $45,000 $57,500 
February 70,000 45,000 57,500 
75,000 46,000 59,000 
80,000 46,000 59,000 
80,000 45,000 57,500 
80,000 45,000 57,500 
and are paid as follows: 
Material—in following month. 
Labour and factory overhead expenses—50% in current month. 
—50% in following month. 
Bank interest is payable before the end of each month and is esti- 
mated to amount to $1,000, $1,100, $1,050, $800, $400 and $200 for the 
months of January to June respectively. 
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THE CANADIAN CHARTERED ACCOUNTANT 


Income taxes are to be paid on 1943 income at the rate of $6,000 
per month. Provision is to be made for income and excess profits taxes 
on 1944 income at the rate of 40%. 

Administration expenses are estimated at 5% of sales up to 
$240,000 per month and at 3% of sales over this amount and are pay- 
able one-half in current month and one-half in the following month. 

Commissions of 2% on export business and 5% on domestic busi- 
ness are payable during the month following shipment. 

Bond interest is payable half yearly on 15th May and 15th No 
vember. 

Government and domestic accounts receivable are paid in full be- 
fore the end of the month following shipment. Export accounts are 
paid for in the second month following shipment. The arrangement 
with the government is that as each unit is shipped to it $2,000 is to be 
charged in accounts receivable and $1,000 is to be charged against 
pre-production advances until these advances are repaid. 


(c) THE MANUFACTURING COMPANY LIMITED 


ESTIMATED BALANCE SHEET 
30th JUNE 1944 


Assets 
Current: 
Cash on hand and in bank 
Accounts receivable 
Inventories 


Fixed assets: 
Land, buildings, plant and machinery 
Less reserve for depreciation 


$600,000 
320,000 


Liabilities 
Current: 
Accounts payable and accrued charges 
Commissions payable 
Provision for income and excess profits taxes 
Accrued bond interest 


Five percent first mortgage bonds due 15th 
November 1950 
Capital: 
Authorized and issued—5,000 shares of $100 
each $500,000 
Earned surplus 358,470 


$ 1,850 
380,000 
500,000 


$ 881,850 


280,000 


$1,161,850 


$ 138,450 
5,200 
38,980 

750 


$ 183,380 


120,000 


858,470 


$1,161,850 
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